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The automation desk figuring 
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Today’s operators who know 
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a preferred investment, assurance 
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IN THIS ISSUE 


G. KENNETH CARR, C.A. 

It is becoming more and more 
necessary for Canadian accountants 
to familiarize themselves with the 
regulations of the U.S. Securities & 
Exchange Commission. The reason 
for this is that a growing number of 
American companies are operating 
subsidiaries in Canada and there is a 
general increase in the number of 
Canadian companies selling securities 
in the United States. In “The Se- 
curities and Exchange Commission 
in Relation to Canadian Account- 
ancy” Kenneth Carr, who has been 
with Clarkson, Gordon & Co. since 
1943, looks at some of the more im- 
portant features of the Commission’s 
operations. The author states that 
the Commission’s staff will readily 
give advice and assistance in prob- 
lems which require special attention 
and copies of the complete statutes 
and other documents relating to the 
Commission can be procured through 
their Washington offices. 

Mr. Carr has been a partner of his 
firm since 1951 and holds a B.A. and 
B.Com. degree from Queen’s Uni- 
versity, Kingston. His father, the late 
Austin H. Carr, will be remembered 
by many of our readers as a dis- 
tinguished former editor of this 


~ -fournal. 


HOWARD I. ROSS, O.B.E., C.A. 

In “Oscars — Consolation for the 
Losers” Howard I. Ross takes issue 
with some of the desirable ingredi- 
ents of financial statements as set 
forth in certain quarters in connection 
with annual report contests. He 
makes specific suggestions for giving 





the layman a clear general picture of 
a company and the financial analyst 
the basic data which he requires. 
“Those who lay down the rules are at- 
tempting to combine two admirable 


but irreconcilable objectives”, Mr. 
Ross feels. “They are trying to get 
shareholders more interested in the 
company they own and at the same 
time are attempting to provide basic 
material for valuing investments in 
the company. These two things are 
both good in themselves, but to try 
to combine them in one report has 
serious disadvantages. The untrained 
shareholders and the expert analysts 
must both be considered but as their 
requirements are entirely dissimilar, 
the sensible solution would seem to 
be to require companies to issue two 
quite different types of statements.” 

After graduating from McGill and 
Oxford Universities, Mr. Ross joined 
the staff of P. S. Ross & Sons of Mont- 
real and was admitted to the Institute 
of Chartered Accountants of Quebec 
in 1937. Since 1940 he has been a 
partner of his firm. During the war 
he spent three years with the Foreign 
Exchange Control Board and served 
as ration administrator under the 
Wartime Prices and Trade Board. For 
this service he was awarded the 
Order of the British Empire. Mr. 
Ross is a frequent contributor to this 
journal. 


J. W. CROWE, C.A. 

In Canada’s expanding economy, 
income tax reductions, through using 
maximum capital cost allowances, 
have already reached very high levels 
for many companies. Mr. Crowe, in 
his article “A Look at Depreciation 
and Income Taxes”, re-examines some 
accounting implications of this situa- 
tion, particularly from the viewpoint 
of larger industrial firms. While there 
is lively difference of opinion about 


this topic, the author presents anal- 
Continued on page 6 








No... 
the IBM Electric 4 
can’t answer the e 
but... 


phone 






j 
3 
bd 
~ 
nd 


We 





... it will do more than any other typewriter to help 
your secretary do a better job—with far less effort! 


Saves energy! Electricity does the work! In fact, typing on an IBM Electric for 


one hour takes less “finger-effort” than three minutes on a manual typewriter. 


Saves time! The IBM provides real time-saving features, such as the exclusive 

“Speed Level” keyboard, and carriage return that’s automatic at the touch of a 
key. Typing gets done so much faster on the IBM. 
Letters typed on an IBM are more attractive and 
distinguished. They build personal and company 
prestige. Why not have your secretary call the IBM 
representative? He will show you how your letters 
look on an IBM. 


I 3 M ELECTRIC —OUTSELL ALL OTHER 
TYPEWRITERS) cyecTRiCS COMBINEDS 








Continued from page 4 

yses which indicate that even in the 
long run most of these reductions 
represent real savings. 

Mr. Crowe is supervisor of con- 
solidated accounting for Canadian 
Industries Limited of Montreal. Since 
joining the company in 1947 he has 
been chief accountant of Defence In- 
dustries Limited and works account- 
ant at C.I.L.’s plastic division plant 
at Edmonton. Earlier he graduated 
from the University of Manitoba as a 
gold medallist for the highest stand- 
ing in the Honours Course in Eco- 
nomics. He became a member of the 
Institute of Chartered Accountants of 
Manitoba in 1943. 


D. W. TURNBULL, C.A. 

Although advertising dates back to 
the beginning of civilization, the ad- 
vertising agency business is a de- 
velopment of modern times. Today 
in Canada a number of agencies are 


each placing from $5,000,000 to $28,- 
000,000 a year of advertising for their 
clients and the commission received 
from advertising media constitutes 
the largest source of income to an ad- 


vertising agency. Control must lie 
first in a sound system of handling 
and managing “literally thousands of 
pieces of paper” and, secondly, in 
constantly balancing accounting op- 
erations, says Douglas W. Turnbull. 
His appraisal of the problems is made 
in “Advertising Agency Operations 
and Control”. 

. Mr. Turnbull is secretary-treasurer 


~ “of Foster Advertising Limited of To- 


ronto and has been a director of the 
company since 1953. He was former- 
ly secretary-treasurer and comptroller 
of Consolidated Press Limited and 
Saturday Night Press. He obtained 
his certificate in chartered account- 
ancy in 1949 and is a member of the 
Institute of Chartered Accountants of 


Ontario. Mr. Turnbull has served as 
a director of the Graphic Arts As- 
sociation, chairman of the Cost Ac- 
counting Committee of the Periodical 
Press Association and is a member of 
the Executive Committee of the Con- 
tinental Advertising Agency Network 
in the United States. 


WILLIAM M. WILSON, C.A. 


The financial statement for a period 
ending at a given date represents one 
instalment in the financial history of 
a company. However, events some- 
times occur subsequent to the balance 
sheet date which may have a material 
effect on the financial statement or 
which may be important in connec- 
tion with consideration of the state- 
ment. In such cases, what is the re- 
sponsibility of the auditor in his re- 
porting? In “Events Subsequent to 
Balance Sheet Date”, William Wilson 
reviews the highlights of a bulletin 
published on this subject in October 
1954 by the American Institute of Ac- 
countants and considers what is the 
basis of judging whether or not an 
event is of material importance. The 
author goes on to ask several conten- 
tious questions — “What is the subse- 
quent period?”: “what date should 
appear on the auditor's report?”: 
“what should be the period between 
the completion of the audit work in 
the field and the signing of the audi- 
tor’s report?”. His appraisal of the 
subject should be of particular value 
to those engaged in auditing and re- 
porting on accounts. 

Mr. Wilson graduated from McGill 
University in 1947 and later received 
a Master of Arts degree from The 
Johns Hopkins University. He be- 
came a member of the Institute of 
Chartered Accountants of Quebec in 
1951 and is presently with Price 
Waterhouse & Company in their 
Montreal office. 


Continued on page 8 
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wrinkle texture, the No. 507B P.B.X. will blend 
with the most modern office equipment. It is particularly 
adapted to operation by those who have other duties to 
perform in addition to switchboard attendance. The specially 
contoured keyhandles and smoothly working keys make this 
board a pleasure to operate. 
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5 Central Office Trunks and permits 5 Simultaneous 
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Office Supplies @ Printing @ Business Furniture 


Machines at 8 Wellington St. West, Toronto 
Supplies at all G&T Stores- Toronto & Hamilton 


EXCISE TAX AUDITORS 
Required by 
Department of National 
Revenue 


Assignments will be to one of 
two ranges — $3750-4500 or 
$4560-5310 — depending on 
qualifications. 


A professional degree is not required 
but candidates should have a good 
background in Accounting or Audit- 
ing. University Graduation in Com- 
merce or Finance would be an asset. 


For details, write to: 


Civil Service Commission, 
Ottawa 


Quote Competition Numbers 
56-734 and 56-735 
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LUCIE SIMONS 

A Layman’s Glossary of Accounting 
Terms has now been appearing regu- 
larly in the magazine since last No- 
vember. Readers may be interested 
to know that artist Lucie Simons, 
whose husband is a chartered ac- 
countant, studied at the Chelsea 
School of Art and the University of 
London. Exhibits of her work have 
appeared at the Royal Academy and 
elsewhere. “When I looked through 
The Canadian Chartered Accountant 
I found that some of the terms used 
brought pictures to my mind which ob- 
viously differed from their profession- 
al meaning”, she writes. This prompt- 
ed pictorial representation which we 
hope our readers are enjoying. 


EDITORIAL 

The submission by accountants of 
a proper set of financial statements in 
connection with applications for bank 
loans is becoming an increasingly ac- 


cepted practice. This has resulted in 
a growing number of bankers and 
members of the accounting profession 
concerning themselves with the ade- 
quacy of the audit report filed with 


banks. In this month’s editorial, “Co- 
operation Between Accountant and 
Banker”, Robert Saunders seeks to de- 
fine where both professions fall 
short of requirements and offers sug- 
gestions as to how each can make sig- 
nificant improvements. 

Mr. Saunders is currently chief ac- 
countant of the Toronto-Dominion 
Bank. His background includes both 
banking and accountancy, for in ad- 
dition to having articled and obtained 
his certificate in chartered account- 
ancy with Deloitte, Plender, Haskins 
& Sells, he joined the Dominion Bank 
in 1947 as deputy chief accountant. 
He served for five years during World 
War II with the Foreign Exchange 
Control Board and the Department of 
Munitions and Supply. 
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automatic accounting 
at a new low cost! 


The attractively priced Burroughs 
Director was designed to make the 
step-up from pen-and-ink bookkeep- 
ing to mechanized accounting as 
economical as it is practical. 


The new Director features easy front 
form insertion, two totals, and auto- 
matic big machine advantages. Try 
it. Our branch is listed in your phone 
book. Burroughs Adding Machine of 
Canada, Limited. Factory at Windsor. 


Burroughs Director 


ACCOUNTING MACHINE 





= 





NOTES AND COMMENTS 





C.L.C.A. Executive and Council 
Meeting 

The Council of the Canadian In- 
stitute of Chartered Accountants, at 
its May meeting, appointed three new 
committees. Public relations, which 
up to now has been handled by a 
panel, will be the responsibility of a 
standing committee. A special com- 
mittee has been set up to revise the 
uniform code of ethics and another 
appointed to consider ways and 
means of securing legislation to per- 
mit persons not presently participat- 
ing in a pension plan to provide for 
retirement income through deduc- 
tions from current taxable income. 


Chairmen of C.I.C.A. committees 
for the coming year are as follows: H. 
P. Herington (Accounting and Audit- 
ing Research), Einar Gunderson 
(Government Accounts), C. K. Mac- 
Gillivray (Magazine and _ Publica- 
tions), L. C. Frewin (Taxation) and 
Charles E. Winters (Public Rela- 
tions ). 

James Duncan was elected to the 
Executive of the C.I.C.A. as regional 
representative for Alberta, replacing 
C. K. R. Huckvale who resigned for 
personal reasons. 


A “New Look” Members Directory 
Next November the C.I.C.A. in co- 
operation with the University of To- 
ronto Press will publish a members 
directory which will have a new look. 
Comprising approximately 300 
pages in a cloth-bound cover, the di- 
rectory will contain not only the usual 
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listings by Provinces but also a 
straight alphabetical listing of mem- 
bers. A third section will list all firms 
and sole practitioners, by town and 
Province, and include the names of 
the partners or principals of each 
firm. 

This year chartered accountants are 
being given the opportunity of sub- 
mitting their own biographical en- 
tries. In the past few days forms have 
been sent out to all members with a 
request to complete and return them 
to the University of Toronto Press 
not later than July 15. It is import- 
ant that this be done in order to en- 
sure complete and accurate listings. 

The first edition of this new Chart- 
ered Accountants Directory, apart 
from being indispensable to members 
of the profession, will be a useful ref- 
erence to chartered banks in Canada 
and abroad, other organizations and 
companies in contact with chartered 
accountants, and libraries in Canada 
and elsewhere. 

The price will be $3, to non-mem- 
bers $6, and advance orders may be 
placed now. 


A Guide for Students 

Students who view the month of 
October with some trepidation will be 
glad to learn that a new brochure on 
how to prepare for and write the uni- 
form examinations has just been pub- 
lished by the Committee on Educa- 
tion and Examinations of the Insti- 
tutes of Chartered Accountants in 
Canada. Chapters of this book, which 
gets right down to “brass tacks”, have 


Continued on page 12 
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Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dommon Securrmes Green. Lintrep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


FINANCIAL EXECUTIVE 


A Corporation operating on a national scale and continuing to 
expand requires a senior financial executive at its Head Office in 
Ottawa. 

The man being sought should be under 50, preferably a chart- 
ered accountant, and presently holding a position as Controller, As- 
sistant Controller or equivalent. At management level he will deal 
with the financial, budgetary and accounting operations of a large 
organization with offices across Canada. He must be experienced 
in the application of budgetary and cost control and in financial fore- 
casting. 

The position offers a striking challenge to the man with the re- 
quired accounting, financial and organizational background and the 
necessary qualities of leadership and personality. 


The salary to be paid for this position will be commensurate 
with the experience and ability of the successful candidate. 
Reply to Financial Executive 


Box 524, 
Montreal, Quebec. 





Continued from page 10 
been contributed by people with 
broad experience in the fields of C.A. 
education and examinations. Subjects 
and authors include “Preparing for 
Examinations” by D. C. R. Horne, di- 
rector of education for the British 
Columbia Institute; “The Proper Ap- 
proach to Examination Papers” by H. 
C. Dell, chairman of the Board of 
Instruction of the Ontario Institute; 
“Preparation of Examination Papers 
and Grading of Answers” by G. R. 
Ferguson, past chairman of the Board 
of Examiners-in-Chief; “Common 
Weaknesses in Candidates’ Answers” 
by Gertrude Mulcahy, secretary of 
the Board of Examiners-in-Chief; 
“How to Complete Successfully the 
C.A. Course of Instruction” by Prof. 
W. G. Leonard, director of profes- 
sional courses at Queen’s University. 
Copies of this brochure are now 
available from the Canadian Insti- 
tute at 50c each. A convenient order 
form will be found on page 92 of 
this issue. 


C.1L.C.A. Annual Conference 

Within recent weeks members of 
the C.I.C.A. will have received a pre- 
view of their 1956 annual conference 
in Halifax and have had a chance to 
apprise themselves of the interest- 
ing technical and social program that 
has been arranged. Registration and 
reservation forms will be sent out in 
July for completion and return to the 
local conference committee. 


~ -’A Study of the Business Horizon 


About 35 top Canadian business 
leaders met at Queen’s University 
from June 10 to 15 to take a pene- 
trating look at the new social and 
economic factors affecting Canadian 
business and to estimate the weight 
of these factors in the economy of 
ten years hence. The conference, 
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called “The Challenge to Canadian 
Business”, consisted mainly of inform- 
al discussions with some talks by 
men of outstanding reputation in the 
business world. Speakers and discus- 
sion leaders included Peter Drucker, 
New York management consultant; 
W. R. Steacie, director of the Nation- 
al Research Council; Sir Henry Tiz- 
ard, former scientific adviser to the 
British Government; and Graham 
Towers, former Governor of the Bank 
of Canada. 

Three chartered accountants, R. G. 
H. Smails, L. G. Macpherson and J. J. 
Macdonell, played a prominent part 
in the planning of this conference. 


E.D.P. Centre for Canada 

The first electronic data processing 
centre to be established in Canada 
will be opened this year in Toronto 
by International Business Machines 
Company Limited. Its services will 
be available to government, science 
and industry for all types of account- 
ing, engineering and statistical ap- 
plications, large or small. 


In the News 

Wa LtTeER J. MacponaLp of Winni- 
peg has been appointed chairman of 
the Business Advisory Council of the 
Manitoba Government. 

Among those appointed to the 
board of trustees of the new United 
Community Fund of Greater Toronto 
are K. LEM. Carrer, McDonald, Cur- 
rie & Co.; WALTER L. Gorpon, Clark- 
son, Gordon & Co.; A. J. Littte, 
Clarkson, Gordon & Co. 

The honorary degree of Doctor of 
Civil Law was conferred on Harvey 
E. Crowe tt of Halifax at the spring 
convocation of Acadia University. Mr. 
Crowell is a past president of both 
the Nova Scotia Institute and the 
Canadian Institute of Chartered Ac- 
countants. 



















THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
Notice of Annual Meeting 
Halifax, Nova Scotia, September 11, 1956 


The fifty-fourth annual meeting of The Canadian Institute of Chartered 
Accountants will be held in Halifax, Nova Scotia, at the Nova Scotian Hotel 
on Tuesday, September 11, 1956 at 11 a.m. for the reception of reports of the 
treasurer and Council, the election of auditors, and other business. 


GERALD E. MARTIN E. MicHaEL HowartH 
President Executive Secretary 
Toronto, Ontario, June 15, 1956 
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Chosen 1956 convention headquarters by C. I. C. A. 


One of the finest hotels in Canada. Direct connection 
with CNR Station and 60-car garage. 150 rooms, each 
with bath and shower. Exceptional meals. Rates from 
$6.00 a day — European Plan 









What Do You Recommend ?... 


Year after year this single question seems to be asked us more 
frequently than any other. For an organization such as ours with 
broad experience and access to many markets, it should be easy to 
answer ... it’s part of our business. And very often it is easy to 
answer . .. it’s easy when our client has taken us into his confidence 
... we know his aims, his objectives, his requirements. Together we 
work out a program to do what he wants done, and to the best of our 
ability, we see to it that our recommendations fill his particular bill. 


You see, we at Ames regard the investing of money as a pretty 
personal business. The personal requirements of our clients demand 
our personal care, thought and study. In many, many cases, the 
personal relationship is really a “professional” relationship, and a 
competent investment adviser no more has a “‘universal” investment 
recommendation than a competent medical adviser has a “universal” 
prescription. Short term government bonds won’t produce 5% 
income ... common stocks won’t protect a short term cash 
requirement. 


So... to get. back to the question ... when we make an investment 
recommendation, we like to feel that it will meet the personal 
requirements of the individual. Experience has proved to us that a 
personal, confidential relationship between investor and investment 
adviser is the only sound basis for investment recommendations. 
This, of course, means personal service . . . the type of service which 
is available to our clients . . . available to you. You will be weleomed 
in any of our offices, or, if more convenient, we will be happy to 
discuss your personal investment program by mail. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 
MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY LONOON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 
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COOPERATION BETWEEN BANKER AND ACCOUNTANT 


MANY YEARS AGO loans were made in a large measure on the strength 
of the personal reputation and standing of the borrower and, if a 
statement of affairs was submitted, it was usually prepared by him- 
self or his staff. While character, capital and capacity are still the 
basic factors of a sound bank loan, the starting point for a com- 
mercial loan today is a proper set of financial statements, and it is 
becoming an increasingly accepted practice for most businesses to 
use the services of a professional auditor to certify them. 

Although large corporations account for a substantial share of 
the total dollar amount of commercial loans, by far the greatest num- 
ber of loans are made to small businesses. The financial statements 
prepared for these small businesses are probably used just as much 
for banking purposes as they are for the information of the owners 
and the Income Tax Division. 

On receiving a set of financial statements, the branch manager re- 
views them item by item with his customer who may, on occasions, be 
accompanied by his auditor. Each branch manager has a discretion- 
ary loaning limit, which varies according to the importance of the 
branch and his loaning experience, within which he may make loans 
and grant lines of credit without first having to obtain the approval 
of his head office or divisional office. When a customer’s require- 
ments exceed this authorized limit, the manager will transcribe the 
figures from the statements on to standardized forms which are 
common to all branches for analytical purposes. In his report he 
will comment upon the various assets and liabilities, their relationship 
one to the other, important changes from the previous year, the 
valuation of inventories and receivables and the provision for income 
tax and other liabilities. He will also discuss the operating results 
and refer to any contemplated capital expenditures and forward- 
commitments of consequence and the adequacy of the reserves and 
income tax provisions. His report will be accompanied by a state- 
ment showing the disposition of funds during the year and the effect 
on the working capital position. 

In general, the financial statements and accompanying reports 
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submitted to the banks serve their purpose very well in providing 
basic information. As all accountants are aware, however, they have 
their limitations and need to be used with discretion. The current 
trend in the accounting profession towards a uniform terminology is 
a step in the right direction. The amount of pertinent information 
provided by current statements and reports varies considerably and, 
to some extent perhaps, it is the banker's fault if some of them fall 
short of his requirements. He is in a position to make his require- 
ments known to his customers and, through them, to their auditors. 

A useful contribution is made by some audit reports in the form 
of an aged analysis of accounts receivable and comments on the 
adequacy of the allowance for doubtful accounts. Together with his 
knowledge of the daily deposit transactions this gives the banker a 
fair idea of the efficiency of his customer’s collections and of the 
ultimate collectibility of the accounts receivable reported on the 
balance sheet. 

The valuation of inventories is a matter of major interest to the 
banker. Some auditors explain in their reports the steps they have 
taken to verify this important item, including an outline of the basis 
of valuation used for each of the major components and the allow- 
ances made for obsolete and shopworn goods. This is a very help- 
ful feature. If the banker knows what has and has not been done 
by way of verification, he can then determine what additional in- 
quiries he should make to satisfy himself as to the valuation he can 
safely accept for lending purposes. Frequently the only reference 
made to inventories is the statement on the balance sheet “as deter- 
mined and certified by the management” and the reader is left in the 
dark as to just what amount the inventory may be expected to realize. 


Another subject that frequently causes concern to the banker is 
making sure that all liabilities have been reported. This is a difficult 
item for the auditor to verify and he presumably relies, in part, on a 
certificate given him by the management. It is possible that, on 
occasion, a consultation between banker and auditor would bring to 
light actual or contingent liabilities that might not be apparent from 
the records of the customer at time of audit but which might have 
shown up in discussions between the banker and his customer having 
to do with future transactions. Audit reports vary considerably in 
the amount of information given about contingent liabilities and 
forward-commitments, an important matter for banking purposes. 

While it is recognized that the auditor is acting for his client 
rather than for the bank, there can be no doubt of the importance 
of the financial statements and auditor’s report in maintaining the 
client’s line of credit at the bank. Perhaps there is a fruitful field 
here for cooperative development by bankers and the accounting 
profession of a uniform style of financial statement and audit report 
that would provide the banking information required with the 
minimum of cost for small businesses. 











The Securities and Exchange Commission 
in Relation to Canadian Accountancy 


G. KENNETH CARR 


IN RECENT YEARS a growing number 
of Canadian accountants have found 
it necessary to acquaint themselves 
with the rules, regulations and pro- 
cedures of the United States Securi- 
ties and Exchange Commission. This 
is a result, in large part, of the sub- 
stantial increase in the number of 
subsidiaries of U.S. companies operat- 
ing in Canada as well as in the num- 
ber of Canadian companies selling 
securities in the United States. Where 
the statements of a Canadian subsidi- 
ary of a U.S. company form part of a 
consolidated report which is being 
filed with the S.E.C., or where a Can- 
adian company is selling securities to 
the U.S. public or has its securities 
listed on a U.S. securities exchange, it 
is essential for the Canadian account- 
ants (both those within the company 
and those who are reporting inde- 
pendently on its financial statements ) 
to be familiar with S.E.C. require- 
ments. 


It would, of course, be impossible 
in a digest of this kind to give any 
very complete picture of the Com- 
mission’s operations, or to attempt to 
summarize, even in a general way, 
all the rules and regulations issued 
under the various Acts which the 
Commission administers. Exception- 
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ally large in number, these rules and 
regulations deal in considerable detail 
with a great variety of subjects. The 
most important, from the accounting 
point of view, relate to the vari- 
ous registration statements and re- 
ports that must be filed with the 
Commission, and to the form, content 
and certification of the financial state- 
ments and schedules included in 
them. 

Certain rules are of particular 
interest to the Canadian accountant 
and are outlined below. 


Organization and Responsibilities 
of the S.E.C. 


The Securities and Exchange Com- 
mission is an agency of the United 
States Government whose chief con- 
cern is the full and fair disclosure 
of pertinent information for the pro- 
tection of the U.S. investing public. 
It administers a number of Acts re- 
lating to the issuance of, or trading 
in, securities. The most important of 
these Acts are the Securities Act, 1933 
(governing the offering and selling of 
securities) and the Securities Ex- 
change Act 1934 (applying to trad- 
ing in securities on national securi- 
ties exchanges and related matters). 
To ensure their proper administra- 
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tion, provision is made that all se- 
curities listed or to be listed on na- 
tional U.S. securities exchanges, and 
most securities offered for public sale 
in the United States through inter- 
state commerce or through the mails, 
must be registered with the S.E.C. In 
addition companies whose securities 
are registered under either Act must 
file annual and other periodic re- 
ports with the S.E.C. 


The Commission is composed of 
five members appointed by the Presi- 
dent, with the consent of the Senate, 
for five year terms. It is assisted in 
its duties by a large staff of lawyers, 
accountants, engineers, corporation 
analysts and administrative and cleri- 
cal employees. The staff is divided 
into a number of separate divisions, 
of which the two best known to ac- 
countants are the Division of Corp- 
oration Finance and the Office of the 
Chief Accountant. 


The Division of Corporation Fi- 
nance is primarily responsible for 
examining the security registration 
statements, prospectuses, proxy state- 
ments and periodic reports of issuers, 
officers, directors and important se- 
curity holders. The chief accountant 
is the Commission’s principal adviser 
on accounting and auditing matters. 
He supervises the execution of 
Commission policy with respect to ac- 
counting principles or practices re- 
lating to financial statements filed 
with the Commission and makes any 
necessary interpretations or applica- 
tions in unusual or complex situa- 
tions. He must also prepare the Com- 
mission’s accounting regulations and 
releases. 


The central office of the Commis- 
sion is in Washington, and it is there 
that most of the examining and re- 
viewing activities are carried on. In 


addition the Commission has nine re- 
gional offices and four branch offices, 
located in the larger cities of the 
United States, whose activities are 
largely concerned with investigation 
and enforcement. It also maintains a 
reference room in its Washington of- 
fice where members of the public 
may examine registration statements 
and reports filed under the various 
Acts. Photocopies of registration 
statements, annual reports and other 
public material, or portions thereof, 
may be obtained from the Commis- 
sion upon payment of a small charge. 


Registration Under the Securities 
Act, 1933 

The Securities Act of 1933 requires 
that an issuer of securities who in- 
tends to offer such securities publicly 
in the United States through inter- 
state commerce or by use of the mails 
must first file registration statements 
with the S.E.C. on prescribed forms. 
Until this registration statement has 
“become effective” it is unlawful for 
him to sell such securities. Ordinar- 
ily it “becomes effective” on the 20th 
day after date of filing, provided the 
issuer has corrected any deficiencies 
in the statement of which he may be 
advised by the Commission following 
the latter’s review. The entire em- 
phasis in the process is on adequate 
and truthful disclosure of material 
facts so that potential investors may 
have a fair and sound base upon 
which to judge the securities being 
offered. The actual merits of the 
securities are, however, not passed 
upon by the Commission, nor does 
the Commission attempt to insure in- 
vestors against loss. 

The general form used for registra- 
tion under the Securities Act of 1933 
is form S-1. Some other form is pre- 
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scribed in a few special situations, 
e.g. mining corporations in the pro- 
motional stage (S-3), certain types 
of unincorporated employees’ stock 
purchase plans (S-8), or exploratory 
mining corporations (S-11). How- 
ever, form S-1 is the most common 
and must be used in all cases where 
no other has been specified. 

Registration with the S.E.C. does 
not of itself permit the sale of securi- 
ties publicly on a national basis. The 
Act requires also that a prospectus 
must be furnished to the investor to 
whom the securities are sold. A copy 
of the proposed prospectus must be 
filed with the registration statement. 
In fact, it is an integral part of the 
registration statement itself. Form 
S-1 registration statements ordinarily 
consist of two sections: Part I which 
will eventually become the prospec- 
tus document (once the registration 
has become effective), and Part II 
which outlines certain additional in- 
formation required in the registration 
statement but not in the prospectus, 
e.g. details of estimated expenses of 
issuance and distribution, list of sub- 
sidiaries of registrant, provisions of 
any charter or by-law covering in- 
demnification of officers and directors, 
schedules in support of financial 
statements and various exhibits. 

The prospectus portion of the regis- 
tration statement sets out much the 
same data as generally appears in the 
prospectus of a Canadian company 
which is raising money in Canada, 
e.g. details regarding place of incor- 
poration, history and description of 
business, location of principal plants 
and properties, capital structure, de- 
tails of securities being offered, in- 
tended use of proceeds, balance sheet 
and profit and loss information and 
outstanding options. In many cases, 
however, the detail demanded for 


these items is greater than under rela- 
tive statutes in Canada. Furthermore 
fairly complete information must be 
given concerning certain matters 
which are ordinarily looked upon in 
Canada as being in the “confidential” 
category, e.g. remuneration of direc- 
tors and officers and shareholdings of 
larger shareholders. Disclosure must 
be made of the amount of direct re- 
muneration paid by the registrant and 
its subsidiaries during the last fiscal 
year to 
(i) each director, and each of the 
three highest paid officers, of 
the registrant whose aggregate 
direct remuneration exceeded 
$30,000; 
(ii) all directors and officers of the 
registrant as a group (without 
naming them). 


If any part of the remuneration 
shown under this item was paid pur- 
suant to a material bonus or profit 
sharing plan, a brief description must 
be given of the plan and the basis 
upon which directors or officers par- 
ticipate in it. In the case of each per- 
son referred to under (i), details are 
also required as to amounts set aside 
or accrued by the registrant and its 
subsidiaries for such person under a 
pension or retirement plan, and the 
estimated annual benefit to which 
such person will be entitled on retire- 
ment. 


Disclosure of shareholdings of larg- 
er shareholders must include the 
name, address and holdings of each 
person owning more than 10% of any 
class of voting securities. 


Instructions accompanying the ap- 
plicable registration form prescribe 
the financial statements which must 
be presented in the prospectus and/or 
registration statement. Form S-1, for 
example, requires: 
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In the prospectus (Part I of the registra- 
tion statement): 


(a) A summary of earnings in comparative 
columnar form for at least the last five 
fiscal years, and for the interim period 
(if any) between the end of the latest 
of such fiscal years and the date of the 
latest balance sheet furnished under 
(b) below. If the results for such in- 
terim period are included in the sum- 
mary of earnings then the results for 
the corresponding period of the pre- 
vious year must also be shown. 


(b) A balance sheet as of a date within 
90 days prior to the date of filing the 
registration statement. (In certain cir- 
cumstances this period may be extend- 
ed to six months). This balance sheet 
need not be certified, but if it is not 
certified then in addition the regis- 
trant must file a certified balance sheet 
as of a date within one year (unless 
the registrant’s fiscal year has ended 
within 90 days prior to the date of 
filing, in which case the certified bal- 
ance sheet may be as of the end of 
the preceding fiscal year). 


(c) Profit and loss and surplus statements 
for each of the three fiscal years pre- 
ceding the date of the latest balance 
sheet filed, and for the period, if any, 
between the close of the latest of such 
fiscal years and the date of the latest 
balance sheet filed. These statements 
must be certified up to the date of the 
latest certified balance sheet filed. 

(d) Certain supplementary profit and loss 
information (for each of the periods 
for which profit and loss and surplus 
statements are filed) respecting charges 
or expenditures for maintenance and 
repairs, management and service con- 
tract fees, rents and royalties, taxes 
(other than taxes on income) and de- 
preciation, depletion and amortization. 


In Part II of the registration statement 
(Information not required in prospectus): 


(a) Various supporting balance sheet and 
profit and loss schedules which shall 
be certified wherever the corresponding 


balance sheet or profit and loss state- 
ments to which they relate are certified. 

(b) Certain prescribed historical financial 
information for the seven year period 
preceding the three fiscal years for 
which profit and loss statements are 
filed. 

The instructions to the applicable 
form specify the conditions under 
which the above statements are to be 
furnished on a consolidated basis, or 
for the registrant only, or both. 


Exempt Security Issues 

A few classifications of security 
issues are exempt from the provisions 
of the Securities Act, 1933. From the 
Canadian point of view the most im- 
portant are those offered by Can- 
adian issuers where the aggregate 
offering to the public does not exceed 
$300,000. This exemption, which is 
granted under the Commission’s regu- 
lation D, corresponds to the exemp- 
tion granted in similar circumstances 
to domestic issuers in the United 
States under regulation A. In both 
cases, however, an offering circular or 
prospectus setting out certain min- 
imum information must be used. 


With regulation D exemptions, 
copies of the proposed circular and 
related “letter of notification” (on 
form 1-D) must be filed with the 
commission at least 15 days before 
making the initial offering. The in- 
formation to be contained in the cir- 
cular is of the same general nature as 
that required by the prospectus por- 
tion of form S-1 although the speci- 
fications regarding the amount of de- 
tail to be shown and the form and 
content of the financial statements are 
less onerous. At the moment the rules 
do not require that these financial 
statements be certified. However, 


the Commission is currently consider- 
ing certain revisions to regulation D, 
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one of which may call for the certi- 
fication of financial statements. It 
is also proposing to consolidate regu- 
lation D exemptions (previously re- 
stricted to Canadian issuers) with 
regulation A exemptions (previously 
restricted to U.S. issuers) so that in 
future one general regulation will 
cover both types. 

Regulation D provides for the filing 
of a report with the Commission at 
the end of six months showing the 
number of securities sold since the 
date of the offering and the total pro- 
ceeds received. (This must be supple- 
mented by additional statements at 
six monthly intervals until the total 
issue has been sold or the offering 
withdrawn). Apart from that there is 
no requirement under this regulation 
to file further annual or other periodic 
reports. 


Registration Under the Securities 
Exchange Act, 1934 

The Securities Exchange Act, 1934 
provides for the registration of securi- 
ties listed on national U.S. securities 
exchanges. Registration is also re- 
quired for national securities ex- 
changes themselves, for brokers and 
dealers trading in over-the-counter 
markets, and for associations of such 
brokers and dealers. In addition the 
1934 Act empowers the Commission 
to govern the solicitation of proxies 
from the holders of listed securities. 

A company seeking trading priv- 
ileges on a U.S. securities exchange is 
obliged to file a registration state- 
ment with the Commission and also 
with the exchange. The form most 
generally applicable in such cases is 
form 10. The information to be set 
out is similar in most respects to that 
required under form S-1, except that 
profit and loss information need only 


be given for the last three fiscal years. 
(More extensive earnings information 
would, however, ordinarily be asked 
for in the separate listing application 
filed with the Exchange). 

The Securities Exchange Act, 1934 
also requires statements of beneficial 
ownership to be filed on a current 
basis by directors, officers and 
owners of more than 10% of any class 
of equity securities. 


Periodic Reports 

When a company becomes regis- 
tered under the Securities Act, 1933 
and/or the Securities Exchange Act, 
1934 it must file supplementary and 
periodic reports with the Commission 
on a continuing basis. An annual re- 
port, for example, has to be filed 
within 120 days after the close of 
each fiscal year, or within such other 
period as may be specified in the 
particular report form. Form 10-K, 
which is the general form used for 
such annual reports, is designed to 
keep current much of the information 
which appeared in the original form 
S-1 or form 10 registration statement. 
It requires, for example, disclosure 
of all materially important changes in 
the business during the year as well 
as current information regarding 
shareholdings of any person owning 
more than 10% of the outstanding vot- 
ing securities, remuneration of di- 
rectors and officers for the last fiscal 
year (showing approximately the 
same detail as that required by form 
S-1), share options granted or exer- 
cised during the year, etc. Complete 
financial statements and supporting 
schedules in prescribed form for the 
last fiscal year must also be included. 
A very brief semi-annual report 
(form 9-K) is also required within 
45 days of the end of the first six 
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months of each fiscal year. It sum- 
marizes a few of the principal profit 
and loss items for such period, i.e. 
sales, net income before taxes, pro- 
vision for taxes, net income after 
taxes, special or extraordinary profit 
and loss items, and surplus debits and 
credits. 

A current report on form 8-K must 
be filed within 10 days after the close 
of any month in which certain events 
deemed to be of material importance 
to security holders have taken place. 
These include such things as changes 
in control of the registrant, defaults 
upon securities and increases or de- 
creases in amount of securities out- 
standing. 

Changes in the beneficial owner- 
ship of securities must be reported on 
form 4 on a current basis, for di- 
rectors, officers and principal stock- 
holders holding more than 10% of any 
class of equity securities. 


Accounting and Auditing 
Requirements 


While the various forms (S-1, 10, 
10-K, etc.) lay down certain rules as 
to the type of financial statements 
which are to be filed with the ap- 
plicable forms, the Commission has 
also issued a general form of regula- 
tion which governs 
(a) the exact form and content of 

all such statements, 
(b) the schedules which are to be 
held in support thereof, and 


~ -’(c) the form of audit certification. 


This regulation, known as regula- 
tion S-X, deals in considerable detail 
with matters of disclosure, consisten- 
cy of accounting treatment, etc. In 
addition the Commission has pub- 
lished from time to time a number of 
opinions on certain major accounting 
principles and_ interpretations of 
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regulations. These are called “Ac- 
counting Series Releases”. 


It would be impossible to list all 
the rules in regulation S-X concerning 
the form, content and certification of 
financial statements and schedules. 
However, the following are a few of 
the main requirements: 


Information required to be set out in 

notes to financial statements 

(a) Details and effect of any change in 
accounting principles or practice; 

(b) Capital expenditure commitments and 
rental commitments under long term 
leases; 

(c) Brief summary of employee pension or 
retirement plans; 

(d) Restrictions which limit the availability 
of surplus for dividend purposes; 

(e) Contingent liabilities; 

(f) Basis of accounting followed with re- 
spect to depreciation, depletion, obso- 
lescence and amortization; 

(g) Details of capital stock optioned to 
officers and employees. 

There is provision for omitting any 
portion of the required information 
where the amount involved is not 
“material”. The definitions set out in 
rule 1-02 of regulation S-X provide 
that “the term ‘material’, when used 
to qualify a requirement for the 
furnishing of information as to any 
subject, limits the information re- 
quired to those matters as to which 
an average prudent investor ought 
reasonably to be informed before 
purchasing the securities registered”. 


Details required to be included 
in financial statements 

Specific rules are laid down as to 
the various items and captions in the 
balance sheet and profit and _ loss 
statements which must be set out sep- 
arately. The following two require- 
ments are of interest because they 
probably go beyond the basis of dis- 
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closure followed by many Canadian 

companies — 

(a) Profit and loss statements must show 
both “Sales” and “Cost of sales”. 

(b) In the case of inventories, there must 
be shown, if practicable, the major 
classes of inventory such as (i) finished 
goods, (ii) work in process, (iii) raw 
materials and (iv) supplies. 

The basis of valuation must be stated, i.e. 
“cost”, “market”, or “the lower of cost or 
market”, and an indication given as to the 
method of determining “cost” or “market”, 
e.g. “average cost”, “first in, first out” or 
“last in, first out”. 

Rule 5-03 of regulation S-X pro- 
vides that all items of profit and loss 
given recognition in the accounts dur- 
ing the period must appear in the in- 
come statement (rather than as 
charges or credits to surplus). Extra- 
ordinary items which are material in 
relation to the company’s net income, 
and are clearly not identifiable with 
or do not result from the usual or 
typical business operations of the 
period, are to be shown as “special 
items” in the income statement below 
the figure labelled “Net income or 
loss” for the year. 


Supporting schedules required 
to be filed 

Regulation S-X also requires the 
submission of a number of schedules 
in support of various balance sheet 
and profit and loss balances. For 
example, schedules setting out certain 
prescribed information are ordinarily 
required for 
(a) marketable securities and other secur- 
ity investments, 
amounts due from directors, officers, 
and principal holders of equity securi- 
ties other than affiliates, 
investments in securities of affiliates, 
property, plant and equipment, 


(b 


~ 


~ 


(c 


(d) 


(e) reserves for depreciation of property, 
plant and equipment, 


(f) supplementary profit and loss informa- 
tion; 

(g) income from dividends — equity in net 
profit and loss of affiliates. 


Conformity to accounting principles 
generally accepted in the U.S. 

It is generally presumed that the 
accounting principles used in prepar- 
ing financial statements filed with the 
S.E.C. are largely accepted in the 
United States. In a few instances a 
foreign company registering with the 
S.E.C. has not been required to con- 
form to American accounting prin- 
ciples because different principles 
were upheld in the country of the 
company’s origin and compliance in 
those circumstances might be mis- 
leading. However, such situations 
are unusual. While Canadian and 
American accounting principles are 
alike on the whole, a few differences 
do exist. Anyone preparing or re- 
porting upon financial statements 
being filed with the S.E.C. should 
therefore be familiar with what is 
“generally accepted” in the United 
States. He should have a knowledge, 
for example, of the “Accounting Re- 
search Bulletins” of the American In- 
stitute of Accountants as well as of 
the S.E.C’s own “Accounting Series 
Releases”. 


Auditing standards 

Regulation S-X lays down very 
specific rules regarding the certifica- 
tion of financial statements filed with 
the Commission. These rules deal 
with qualifications of accountants, the 
form of the accountant’s certificate, 
the certification of financial state- 
ments by more than one accountant, 
etc. 

Rule 2-01 of regulation S-X pro- 
vides that the Commission will not 
recognize any person as a public ac- 
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countant who is not in good standing 
and entitled to practice under the 
laws of the place of his residence or 
principal office. Furthermore, the 
accountant is not considered inde- 
pendent with respect to any com- 
pany or its affiliate in which he has 
any financial interest, direct or in- 
direct, or with which he is, or was 
during the period of the report, con- 
nected as a promoter, underwriter, 
voting trustee, director, officer or em- 
ployee. 

Rule 2-02 outlines the form of audit 
certificate to be used. This follows 
along the general lines recommended 
by the American Institute of Account- 
ants. An opinion must be given as 
to any material changes in accounting 
principles or practices during the 
period. 

There is again a general presump- 
tion that the auditing standards fol- 
lowed by the certifying accountant 
are those which are recognized as 
“generally accepted” in the United 
States. Thus a Canadian accountant 
reporting upon statements filed with 
the Commission should include in his 
audit program the observation of 
physical stocktaking and the con- 
firmation of accounts and notes re- 
ceivable, if these items are material or 
significant in the accounts. Here 


again a knowledge of the “Statements 


on Auditing Procedure” issued by the 
American Institute of Accountants as 
well as of that Institute’s booklet en- 
titled “Generally Accepted Auditing 
Standards” is a prerequisite. 


For More Information 


The S.E.C’s rules and regulations 
as they affect corporate financial 
statements are complex and need an 
exact and detailed study whenever 
the circumstances warrant it. Any 
accountant in Canada who is re- 
sponsible for the preparation of, or 
reporting upon, financial statements 
or reports filed with the Commission 
(or statements and reports consoli- 
dated with those of a U.S. parent 
company filing with the Commission ) 
should at the minimum have avail- 
able for reference a copy of the 
Commission’s regulation S-X and “Ac- 
counting Series Releases” as well as a 
copy of the applicable form or forms 
covering the type of registration or 
report being made. Copies of the 
complete statutes and of the various 
rules and regulations, forms and re- 
leases can, if required, be procured 
through the Commission’s offices in 
Washington. Also the Commission‘s 
staff is most cooperative in rendering 
advice and assistance on _ specific 
problems brought to its attention. 








Oscars - Consolation for the Losers 


HOWARD I. ROSS 


PeRHAPS IT Is a natural reaction or 
perhaps it is just a coincidence, but 
as the Welfare State extends its regu- 
latory grip more and more firmly 
over our economy, man’s competitive 
instincts seem to break out in other 
directions. Athletic contests are 
booming. Beauty contests, which un- 
til recently were confined to one an- 
nual bout of insanity at Atlantic City, 
have now multiplied so that two high 
school basketball teams can hardly 
play each other without first electing 
a carnival queen. Even the most 
sober group of pharmacists, as- 
sembled in convention for technical 
discussions, must first pause to select 
someone as “Miss Anti-biotics of 
1956”. The same competitive urge is 
spreading to other fields — such as 
writing and acting — and has finally 
involved even those fictitious persons 
that come into being by incorporation 
under our company legislation. 


Competitions between corporations 
centre on annual financial statements. 
It must be obvious to everyone that 
prizes for the best statements have 
stimulated a great deal of interest in 
the subject and have led to notable 
improvements. It may sound queru- 
lous to disparage an innovation which 
has led to such good results, but the 


trend towards Oscars for annual 
statements has become very strong 
and is not far from becoming a gen- 
erally accepted part of the scheme of 
things. It might therefore be desir- 
able to examine the assumptions on 
which these competitions are based 
and to make sure that in all respects 
the well-intentioned judges are on the 
right track. 


Criteria for Judging Statements 


That well-known English journal, 
The Accountant, has sponsored one of 
these competitions. Mr. Montagu 
Gedge, Q.C. was chairman of its first 
panel of judges and, in presenting the 
first award, he is quoted as saying “I 
know everybody here will be anxious 
that I should describe the various fac- 
tors which the panel of judges took 
into account when coming to their 
decision, but I am not going to do 
so. [Laughter]”. One can only in- 
fer from this report that Mr. Gedge 
was addressing a most responsive au- 
dience — probably one that appre- 
ciated the admirable reserve so char- 
acteristic of his learned profession. 
But other panels have been less reti- 
cent. For example, the American 
publication Financial World has been 
running an annual report competition 
for many years and, rejoicing in its 
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knowledgeability, has given a very 
full account of the factors taken into 
consideration by the judges appoint- 
ed to conduct its fifteenth annual 
survey. This gives us an opportunity 
to examine the criteria used. As the 
Financial World (issue of June 29, 
1955) says “In serving the investing 
public, both large and small, for al- 
most half a century, Financial World 
was well aware of the quality and 
variety of information required by the 
average stockholder. The entire edi- 
torial approach of the publication has 
been to simplify, interpret and define 
all available information about a cor- 
poration in an effort to determine the 
investment or speculative attractive- 
ness of a stock.” 


Basic Assumptions 

Underlying most of these competi- 
tions are two basic assumptions 
which need to be carefully scruti- 
nized. These are — 

a) that the average shareholder (de- 
fined as someone with no account- 
ing training who cannot be ex- 
pected to understand technical 
terms like, say, “deferred rev- 
enue’) must be given easily read- 
able information so that he can 
value his investment (from which 
the inference is that the affairs of 
a large public cerporation are es- 
sentially simple and would be im- 
mediately understandable to the 
most untrained of minds if only 
accountants and auditors would 
stop confusing the picture with 
needless technical jargon ) and 

b) that the shareholder cannot be ex- 
pected to be interested enough to 
read about the company in which 


he has invested, unless every pos- 
sible device is used to coax him 
along — like illustrations, graphs, 
the use of colour and so on. 


The first assumption seems to gloss 
over the awkward fact that the typi- 
cal, modern, public corporation is a 
large and complicated organization 
dealing in varied products and ser- 
vices; operating under many different 
legal jurisdictions; working in an 
economy about whose economic laws 
experts still debate; and producing 
and selling in the midst of changing 
monetary values, fluctuating com- 
modity prices and varying labour 
supply. Such a corporation also op- 
erates in the midst of rapid techno- 
logical changes and varying fashion 
whims. At any given time, there are 
goods in transit, political develop- 
ments brewing and all sorts of con- 
tracts in different stages of contem- 
plation, negotiation and completion. 
It is somewhat of a miracle that, in 
the midst of all this confusion and 
these vagaries, the modern corpora- 
tion can produce a simplified state- 
ment, reduced to a couple of dozen 
figures, which means anything at all. 
Obviously it is ridiculous to pretend 
that someone without proper train- 
ing can reach a sensible conclusion 
about the value of his investment by 
examining even the finest Oscar-win- 
ning financial statement ever pro- 
duced. 

In case this basic contention is not 
self-evident, let us eavesdrop on a 
couple of untrained shareholders go- 
ing through the processes of valuation 
which they are apparently assumed to 
make. 

This is the scene one might expect: 
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Scene: The living room of the home of Mrs. Winnie Zilch, a widow whose 
husband has died recently leaving her 1,000 shares of Mutilated Products Inc., 
100 shares of Dilapidated Paper Limited and a modest annuity. As the curtain 
rises, Mrs. Zilch is discovered with Mr. Fred Clunk, a retired salesman. Mr. 
Clunk’s parents have just “passed on”, so he finds himself orphaned at the 
age of 67, thus constituting with Mrs. Zilch a representative cross-section 
of that large group of average shareholders, the widows and orphans, who 
must have recourse to financial statements to keep track of the companies 
in which they invest. As a matter of fact, in this instance the two friends 
are in the act of reviewing several sets of annual statements, in contempla- 
tion of a possible switch in investments. 

WINNIE: It’s awfully good of you to come over and help me with my in- 
vestment problems, Fred. 

FRED: Not at all, but you know I’m no hot-shot accountant. Always 
was on the sales side. Never could abide all that figuring that 
used to go on in the accounting department. Now if you are go- 
ing to buy some United Larceny like this friend of mine I was 
telling you about advises, you will have to sell one of the stocks 
you now have. 

WINNIE: (cautiously) Why? I don’t get it. 

FRED: _ So you'll have some money to buy the other stock with. Now the 
first question is, which of the stocks should you sell? I’ve looked 
it up in the paper and I find Mutilated is selling at $3 a share 
and Dilapidated at $100. 

WINNIE: Well that sounds easy enough I must say, we'll sell that miserable 
$3 stock. 

FRED: Yeah, honey, but that’s not the way you do it. We've got to study 
these here financial statements and figure out which one is the 
best to sell. Now first of all, here’s the statement of Dilapidated. 

WINNIE: Good gracious, Fred, surely you don’t expect me to read that 
old black and white thing. Ugh! Looks like a card of condolence 
or something. Can’t we start on the attractive one with the glossy 
cover and vista-chrome illustrations? 

FRED: O.K., that’s the one for Mutilated. (He hands it to her.) In- 
cidentally, I hear it won an Oscar in a big competition. Now the 
way I understand it, you start by reading the auditors’ report. 

WINNIE: (After thumbing dutifully through the booklet) There isn’t 
one. 

FRED: Don’t be silly, they'd never have given them that Oscar if they 
forgot the auditors’ report. (He looks over her shoulder.) See, 
here it is on this page headed “A Worp or REAssURANCE FROM 
Your FRIENDLY CHARTERED ACCOUNTANT’. 

WINNIE: So that’s it. Certainly looks just fine to me. The way they've 
printed every second line in a different kind of type sure is cute, 
and it takes your mind off the dullness of what they're saying. 
Now what next? 
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Well — ah — ah, let’s see, you ought to check on the sales. 
(Pouring over a page with a fierce effort at concentration) There 
weren't any. 

That’s impossible, they must have had some. All these big com- 
panies sell something. 

No, I’ve been over this balance sheet carefully, twice, and they 
don’t mention sales. 

Here let me have a look at it. Now, let’s see --——— ah, yes 
here they are. They call them “Amounts due from customers for 
goods purchased by them”. That is some of their technical 
jargon — just means “sales”. Well, seems like that’s all right, way 
up from last year. 

What’s next? 

Well we should make sure the balance sheet balances. An auditor 
friend of mine once told me that if the books don’t balance, any- 
thing, just anything, can happen. (Looks at total assets and then 
total liabilities) Right to the exact dollar — never could under- 
stand how those fellows did it. Just a minute now here’s a note, 
let’s see what it says. (Reads) Oh-oh, this doesn’t sound too 
good to me, it says no depreciation was provided during the year. 


Well, what’s wrong with that? Surely you wouldn’t want a com- 
pany that goes on depreciating. Land sakes, poor dear George 
once bought a stock at $80 and it depreciated right down to noth- 
ing. He used to say it was the worst investment he ever did 
make. 


Yeah, but I don’t think this is quite the same thing. I remember 
one year my boss said we hadn’t made much profit but that there 
had been a lot of depreciation — he seemed to be quite pleased 
about it, like it was a good thing. 


Probably just trying to be cheerful to keep your spirits up. 


(dubiously) Probably. Anyway it says here that the company 
was incorporated under the laws of Ontario, and I don’t imagine 
those guys stand for any nonsense. Now let’s analyze the state- 
ments of Dilapidated Paper. 


What, that dingy old thing? I just couldn’t bring myself to read 
that. 


O.K. Then you're satisfied with the Mutilated, eh? We can go 
ahead and sell that. 


Yes, only if everything’s so good and so satisfactory about it, why 
do we sell it? 


(Trying to be patient) Well you want to get some of this United 
Larceny don’t you? They got some big government contracts 
and a fellow was telling me that if he had some shares, he sure 
wouldn't sell them. In fact he’d buy more. And he happens to 
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be a personal friend of the general manager. 


He says anyone 


who bought it would double his money by next summer. 
WINNIE: Double your money? Let’s see 1,000 shares at $3 each is $30,000 
and double this is $60,000. Say that would be just fine, go ahead 
and get me some of that United What’s-its-name. 
CURTAIN 


While it is all very well to chuckle 
at the plight of the untrained analyst, 
it is only fair to remember that even 
the best trained financial expert with 
access to all available information has 
great difficulty in assessing the value 
of an investment. For example, take 
the case of the general manager of a 
large corporation. Let us suppose 
that he has had a brilliant career in 
engineering or commerce at a first- 
class university, has had a long ex- 
perience with the corporation in its 
main departments and has a well- 
trained staff at his disposal to pro- 
duce all the information he needs. 
Even under these ideal conditions, it 
would be hard for even the most bril- 
liant administrator to be cock-sure 
about any valuation he made. 


The Dangers of Simplification 

We hear a great deal about con- 
fused and complicated statement pre- 
sentation, but it is at least as import- 
ant to remember the dangers of a 
too-facile simplification. It boils 
down to this — it is anything but 
helpful to give the impression that 
something is simple when in fact it 
is essentially complicated. The extent 
of such dangers may be seen from 
considering interpretations that may 
easily be put on some of the account- 
ing data which most people would 
advocate for inclusion in financial 
statements. 


a) SALES 
The general idea is that an increase 


e 2 


in sales is a favourable development, 
and a decrease unfavourable. Yet a 
decrease in sales may be the result of 
disposing of an unprofitable subsidi- 
ary. If this has been done at a good 
price, the change may be favourable 
and not unfavourable. There are a 
great many other possibilities which 
would make increases in sales unfa- 
vourable, and the composite figure 
appearing in the financial statements 
of a large publicly-owned corpora- 
tion is the net result of a great many 
factors. It is obviously extremely 
dangerous to base any assumptions on 
a simple change in sales volume with- 
out a searching analysis. 


b) Gross or Net Prorir RATE 


Prima facie, an increase in either 
rate is favourable, but such increase 
may merely reflect a shift to more 
speculative lines or to special export 
contracts which will not be renewed 
in future. 


c) Work1nc Capira. 


It seems generally to be supposed 
that if working capital increases it is 
a “good thing”, but an increase may 
merely result from the sale of a plant. 
If the plant is a good one, the in- 
crease in working capital may reflect 
an unfavourable development. More- 
over, an increase in “working capital” 
may be the result of piling up inven- 
tories and reducing cash resources, 
and whether this is a good or bad 
thing depends on the state of the 
market, the nature of the goods and 
who knows what else. 
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d) “HicHiicHts” 


Just consider the dangers of the 
“highlights” which many writers en- 
courage companies to include in fi- 
nancial statements. Obviously it is 
risky to imply to an untrained person 
that these highlights are more signifi- 
cant or more easy to interpret than 
they really are. 


e) COMPARATIVE FIGURES 

A really bold person might even 
take a pot-shot at that most sacred of 
all sacred cows — comparative figures 
for the preceding year. This is 
placed first in a list of desirable fea- 
tures in a recent issue of the Finan- 
cial Post, which also runs an annual 
competition. It would be silly to pre- 
tend that the inclusion of prior year 
figures does anyone much harm. But 
is it so invariably helpful that it 
should be insisted upon in every 
case? Surely any stereotyped com- 
parison is undesirable. It is easy to 
think of cases in which some other 
set of figures would provide a better 
comparison. For example, in an in- 
dustry undergoing a period of depres- 
sion, a comparison with figures five 
years ago may be of much more in- 
terest. Or in the case of a steadily 
expanding company, a gradual in- 
crease in assets and liabilities may not 
show up in all its significance if each 
year is compared with the previous 
year, but may be illustrated clearly 
by a comparison between two bal- 
ance sheets ten years apart. 


- 


f) EXPLANATIONS 


Some of the developments suggest- 
ed in the preceding paragraphs can 
be adequately covered by explana- 
tions in the directors’ report, but the 
exigencies of space (not to mention 
other considerations ) make it impos- 


sible to deal with more than a very 
limited number of the many, many 
factors that affect a company’s figures. 


Some Other Obsessions 


The items mentioned above, while 
open to criticism, are obviously im- 
portant bits of financial information, 
but the judges of financial statements 
in some cases have trodden more de- 
batable ground. 


a) Lrrerary STYLE 


Apparently the Financial World 
gives extra marks for the use of 
“newspaper English”. Surely this is 
open to debate. Different styles of 
prose are appropriate for different 
purposes, and it seems at least ques- 
tionable to suggest that a style de- 
veloped to be serviceable to the read- 
er who skims through newspapers is 
appropriate for a document such as 
the annual report which, if it is to be 
useful, must have serious study. 
There are many other good styles, 
such as biblical English, legal Eng- 
lish and so on. That such things are 
a matter of individual taste is illus- 
trated by the fact that the Financial 
World objects that some annual re- 
ports “could be mistaken for a morti- 
cian’s circular”. While I have never 
seen a mortician’s circular, I have 
seen morticians and it has never oc- 
curred to me that there was anything 
very wrong with the public relations 
of that lively and aggressive group. 


b) Lencru or Report 


It comes as a bit of a shock to find 
that the Financial World insists on a 
certain minimum length for reports 
(“the report must have at least twelve 
pages including cover”). In these 
days when there is so much to read, 
it would seem that anything which 
discourages brevity must be viewed 
with concern. 
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c) Acr UNDER WuHiIcH INCORPORATED 


A strange sort of importance ap- 
pears to be attached to the question 
of the Act under which the company 
is incorporated. For example, the 
Financial Post points out that, in its 
competition last year, one report was 
extremely good, a judge suggesting 
only two possible criticisms — “The 
Act under which company was in- 
corporated should be shown, and the 
name of the consolidated subsidiary 
given.” As far as the name of the 
subsidiary goes, this would be im- 
portant information if the subsidiary 
was a large operating unit but if, as is 
often the case, the subsidiary is a real 
estate holding company, or something 
of the sort, the information would 
seem to be of practically no import- 
ance at all. As far as the Act of in- 
corporation goes, it seems strange to 
insist on specifying this in a state- 
ment issued to the _ shareholders. 
Granted that the matter is not irrele- 
vant and even that it is very import- 
ant to some people (such as the au- 
ditor), to the average untrained 
shareholder there are several hundred 
things about the company which have 
more significance. 


d) Minimum Size 

The Financial World lays down 
specifications for minimum size, 
which would seem an unnecessary 
rigidity to introduce in judging state- 
ments. 


e) ARTWORK 

The Financial World’s judges de- 
scribe some of the artwork as “ama- 
teurish”, but have we not enough 
troubles of our own without opening 
up the whole debatable field of artis- 
tic criticism? 


f) Humour 


Even humour is tackled in the Fi- 
nancial World’s write-up. This dan- 
gerous subject is dealt with in the 
following paragraph: 


“A good sample of financial humour 
will be found in the 1954 annual 
report of A. B. Chance Co., a little 
electrical equipment manufacturer 
of Centralis, Missouri — in one 
cartoon the management gets 
across the success of its profit-shar- 
ing plan.” 


While profit-sharing plans do have 
their critics, this paragraph (which is 
the Financial World’s comment of hu- 
mour, quoted in its entirety) may, to 
some ears, sound just a little cynical. 


Fundamental Confusion 


It seems that most of these criti- 
cisms arise from the fact that those 
who lay down the rules of contests 
for annual statements are attempting 
to combine two admirable but quite 
irreconcilable objectives. In the first 
place, they are trying to get share- 
holders more interested in the com- 
pany they own and, in the second 
place, they are attempting to provide 
the basic material for valuing invest- 
ment in the company. These two 
things are both good in themselves. 
However, to try to combine them in 
one report has serious disadvantages. 

It must be obvious that anyone 
without accounting or business train- 
ing cannot expect to be provided 
with a brief summary of facts which 
will enable him to reach any reliable 
conclusion regarding the value of an 
investment. If someone finds terms 


like “deferred-charges” or “accrued ex- 
penses” confusing, it is a bit of crim- 
inal irresponsibility to encourage him 
to believe he can value such a comp- 
licated thing as a share in a large 
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public corporation. He must rely on 
the advice of expert statement ana- 
lysts. While annual statements are 
addressed to the shareholders, they 
are also of the greatest interest to the 
professional investment analysts. The 
untrained shareholders and the ex- 
pert analysts must both be considered 
and as their requirements are entirely 
dissimilar, the sensible solution would 
seem to be to require companies to 
issue two quite different types of 
statements. 

In the first place, there would be 
a report to the shareholders and, in 
the second place, a statistical sum- 
mary for the experts. This is some- 
what analogous to what is in fact 
done, say, by life insurance compan- 
ies. Such companies produce a brief 
popular form of statement for their 
shareholders and policyholders, and 
then an extremely detailed analytical 
report for the Department of Insur- 
ance. There is also an analogy in the 
procedure in the United States under 
S.E.C. regulations, where companies 
produce a popular form of report for 
shareholders and an extremely detail- 
ed summary for the Commission. 
This does not mean that the S.E.C. 
form is ideal for statement analysis, 
but something along the lines of a 
statement, without pictures or other 
elaborations and dealing more with 
figures, is what is required. A map 
with symbols to indicate the location 
of plants may be just dandy for Fred 
Clunk, but it is a clumsy device in 
getting information across to the ana- 
lyst, who will understand if you 
just tell him the plants are at Halifax, 
Montreal, Toronto and Vancouver. 

Conversely, a table showing sum- 
marized balance sheets for the past 
ten years clutters up the popular form 
of statement to shareholders and 
must be counterbalanced by several 
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expensive pages of photographs 
showing Powers Models, with ban- 
danas round their heads, pretending 
to work in the company’s plant. In 
turn, the Powers Models distract the 
analyst, who must now be mollified 
by the inclusion of a page or two of 
balance sheet footnotes so technical 
that only he can understand them, 
and so the vicious circle goes. Every 
company seems to try to strike a bal- 
ance between these two competing 
requirements, but no really satisfac- 
tory solution is possible unless two 
statements are issued. 

Technical terms may be confusing 
to the uninitiated, but they have a 
more precise meaning for experts than 
the other terms have. In fact that is 
what they are for. The accounting 
profession is perhaps not remarkable 
for the precision of its terms, but 
some progress has been made. For 
example, the term “accounts receiv- 
able” has a quite definite meaning to 
the accountant, but if we attempt a 
popular circumlocution and end up 
with something like “amounts owing 
to the company”, no one can be quite 
sure whether these are amounts aris- 
ing in the course of trade, or when 
they are due, or whether proper al- 
lowance has been made for uncollect- 
ible items. 

To illustrate this basic point fur- 
ther, let us consider graphs. Graphs 
are a useful device for some pur- 
poses. Essentially they give the 
quick general picture that many 
shareholders desire. But in state- 
ment analysis, graphs are simply a 
nuisance. A table of figures is much 
easier to work with. For example, a 
row of cartoon-style drawings depict- 
ing a workman in overalls (each 
drawing increasing in size over the 
one before it) may serve to illustrate 
in a general way the growth of a 
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company’s labour force. However, 
one attempting to work out produc- 
tivity per man, or some such calcula- 
tion, does not want a series of draw- 
ings; he wants a simple set of figures 
showing the number of employees at 
different periods. 


The Shareholders’ Statement 

The annual report to the share- 
holders would of course remain an 
extremely important document and, 
as companies are becoming increas- 
ingly aware, there is a big public re- 
lations job to be done on sharehold- 
ers. Shareholders should be boosters 
for the company and should be made 
to feel part of it. For this statement 
the company must rely mainly on the 
advice of those skilled in public re- 
lations work. Naturally there would 
be a certain amount of financial in- 
formation, and it is hard to see much 
wrong with the conventional balance 
sheet and profit and loss account, in 
the simplified form followed recently 
by most public corporations. Many 
of the technical notes, however, 
would not be necessary if a detailed 
statistical summary were also issued 
and available for anyone wishing to 
value the shares. In statements for 
shareholders, of course, graphs and 
photographs and other decorative 
features should be exploited to the 
full. 


Financial and Statistical Summary 
The technical statement issued 
would be of at least equal import- 
ance. It would confine itself to as 
full a disclosure of the facts as pos- 
sible. All questions of artwork would 
be irrelevant. There would be no 


need to assume that anyone had to 

be coaxed to read this statement. 
The financial data would include 

those things which the analysts re- 
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quire in their work. Certainly it 
would be unnecessary to show ab- 
breviated highlights since any good 
analyst would want to work out his 
own comparisons and do his own 
statistical work. Historical data could 
be included for long periods. 


The Auditor’s Part 

It would obviously be important 
for the auditor to give an opinion on 
both financial statements. In other 
words, he would state whether in his 
opinion the financial data in the 
shareholders’ statement was properly 
drawn up for the purpose it was de- 
signed to serve and he would also re- 
port whether in his opinion the infor- 
mation in the statistical summary was 
properly arrived at. 

What is in fact suggested here is 
merely dividing up the material now 
included in financial reports so that 
an untrained person could get the 
sort of general picture of a company 
which he is able to understand and 
the trained person could get the basic 
data which he requires to study the 
company. In both reports there 
would of course be reading matter 
as well as figures — in each case suit- 
ably balanced for the purpose to be 
served — and both reports would be 
available to shareholders. 

It may be objected that to issue 
two annual statements would be to 
get away from the all-purpose state- 
ments to which the profession has 
striven to adhere. It might be asked 
where such a trend would end, and 
whether we would ultimately ask a 
company to produce a special state- 
ment for shareholders, one for pros- 
pective investors, one for trade credi- 
tors, one for bankers, one for bond- 
holders and so on. It is true that each 
of these groups has a different inter- 
est and would require somewhat dif- 
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ferent information, but this should 
not lead to a demand that a company 
issue a statement for each. All ana- 
lysts, for whatever group they are 
working, require the same basic fi- 
nancial data. The detailed financial 
summary proposed above would pro- 
vide for all of them, and the share- 
holders’ statement would serve those 
seeking only a quick general picture. 
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Oscars 


Of course there would be nothing 
wrong with giving two Oscars, one 
for each type of statement. And per- 
haps there is even room for a third 
Oscar — which would be awarded an- 
nually to the panel of judges who 
best performed the thankless task of 
picking the winning statements. 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 


Plant Burden. 








Events Subsequent to 
Balance Sheet Date 


WILLIAM M. WILSON 





STATEMENTS SHOWING a financial posi- 
tion as of a given date and the re- 
sults of operations to that date 
admittedly purport to deal only with 
what has happened; nevertheless, 
events may take place subsequent to 
the date of the balance sheet which 
alter the position or results of opera- 
tions shown in the statements. When 
such events occur before the date of 
reporting on the statements, it has to 
be decided whether or not they are of 
sufficient importance to require dis- 
closure in order that the statements 
may “exhibit a true and correct view 
of the state of affairs of the company 
and the results of its operations”. 
There have been no official pro- 
nouncements and very little writing 
on this subject in Canada. Because 
of our close association with the 
U.S.A., however, it may be assumed 
that the recommendations contained 
in Bulletin No. 25, “Events Subse- 
quent to the Date of Financial State- 
ments”, released by the American 
Institute of Accountants in October 
1954, will be generally followed by 
Canadian accountants. 

Bulletin No. 25 deserves careful 
consideration by those engaged in 
auditing and reporting on accounts 
and it may be helpful to review its 


highlights here. 
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Types of Events 

Post balance sheet events which the 
auditor must consider can be classi- 
fied in three general types. The first 
is those that directly affect the ac- 
counts and therefore call for adjust- 
ment of the figures in the financial 
statements under review. . For ex- 
ample, current assets or current liabil- 
ities may be materially over- or under- 
stated in the light of subsequent in- 
formation such as the bankruptcy of 
a major debtor, the coflection of a 
large account considered doubtful at 
the balance sheet date or a contingent 
liability becoming an actual liability 
after the balance sheet date. 


Events that do not affect the ac- 
counts directly but are an important 
consideration in the interpretation of 
the financial statements are the 
second type. This group comprises 
extraordinary or unusual transactions 
or happenings of material importance 
that have a significant effect on the 
financial position at the time they 
occur or on the future operations of 
the company and should, therefore, 
be brought to the attention of the 
reader of the financial statements. 
The sale or loss by fire of a major 
physical asset, long-term borrowing 
or a change in the capital structure 
of the company that took place after 
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the financial year end are examples of 
this type. 

Finally, there are events of a non- 
accounting nature that, although per- 
haps of general interest, are not re- 
lated directly or indirectly to the 
financial statements being presented. 
This category includes management 
changes, strikes, wars, etc., the effect 
of which it is almost impossible to 
evaluate. Such events, if important, 
are more or less generally known, in 
which case, in the opinion of the 
authors of Bulletin No. 25, they sel- 
dom require specific mention in the 
financial statements. 


By and large, only events or trans- 
actions of the first and second type — 
those affecting the “presentation” or 
“interpretation” aspects of the finan- 
cial statements — require disclosure. 
Events of a non-accounting nature 
and the actions and decisions of man- 
agement in carrying out the ordinary 
operations of the business need not 
be disclosed as a rule. Furthermore, 
an event must be significant or of ma- 
terial importance before disclosure is 
necessary; trivial information must be 
excluded from the financial state- 
ments because it detracts attention 
from the important facts. 


What is the basis of judging 
whether or not an event is significant 
or of material importance? There is 
no formula (except possibly the 15% 
rule prescribed by the Securities and 
Exchange Commission S-X for evalu- 
ating the significance of subsidiaries ), 
but it should be borne in mind that 
both the amount or “quantity” and 
the nature or “quality” of the trans- 
action or event must be considered. 
As a general guide, a post balance 
sheet event is significant or of ma- 
terial importance if the normal reader 
of the financial statements would re- 
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act differently if the event were dis- 
closed than if it were not. In the 
majority of cages, common sense will 
indicate what is important and what 
is not; borderline cases, however, 
must be examined critically and 
judged on the basis of knowledge and 
experience. 


Audit Procedures 

It is not considered necessary for 
the auditor to extend his usual audit 
procedures to the transactions of any 
specified period after the balance 
sheet date in order to form an opinion 
on the correctness of the financial 
statements with regard to the disclos- 
ure of post balance sheet events and 
transactions. 

Some normal audit procedures as- 
sist the auditor in appraising the cor- 
rectness of amounts shown in the 
financial statements that may be 
affected by happenings in the subse- 
quent period. Examples of these 
procedures are: 

(1) Examination of outstanding 
cheques and comparison with 
cash records. 

(2) Examination of payments made 
after the year end. 

(3) Examination based on a cash 
cut-off in the period after the 
year end. 

(4) Follow-up of accounts receivable 
balances outstanding at the year 
end to establish collection or 
non-collection. 

(5) Follow-up of contracts in prog- 
ress at the year end. 

(6) Examination of sales cut-off and 
returns of sales. 

Certain other audit procedures 


should be extended into the period 
after the year end up to the date of 
completion of the examination. The 
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following are the main procedures of 

this kind: 

(1) Discussions with the manage- 
ment of the company on the sub- 
ject of unusual or extraordinary 
happenings in the period after 
the year end. 

(2) Reading the minutes of di- 
rectors meetings held in the 
new year. 

(3) Examination of contracts and 
agreements entered into in the 
period after the year end. 

(4) Review of interim financial state- 
ments, prepared by the com- 
pany, dealing with the period 
after the year end. 

(5) Review of the major accounting 
records of transactions recorded 
in the new year. 

(6) Re-examination of the market 
values of securities, material 
prices and foreign exchange 
rates in the period after the year 
end in cases where fluctuations 
therein could be of material im- 
portance. 

These procedures may not be es- 
sential on some audits; on the other 
hand, alternative or additional pro- 
cedures may be required in _par- 
ticular circumstances. 


Contentious Questions 

This responsibility on the part of 
the auditor for the disclosure of 
events and transactions of material 
importance after the date of the 
financial statements raises several 
contentious questions: What is the 
subsequent period? What date should 
appear on the auditor's report? What 
about the period between the com- 
pletion of the audit work in the field 
and the signing of the auditor’s re- 
port? Accountants seem to be gen- 
erally in agreement that the subse- 


quent period is the period between 
the balance sheet date and the date 
of the auditor's report. It is an event 
of material importance that occurred 
during this period that should be dis- 
closed in the financial statements 
being reported on. 

The question of dating the auditor’s 
report seems to be still in the dis- 
cussion stage as far as accountants 
in general are concerned. It is con- 
tended by some accountants that the 
date on the audit report should be 
the date that the audit field work was 
completed; others maintain that it 
should be the date the audit report 
was signed. Certainly, where there is 
an inordinate delay between the 
completion of the audit field and the 
signing of the audit report, it would 
seem to be expedient to visit the 
company’s offices again to ascertain 
that no significant events have oc- 
curred or, where that is not prac- 
tical, to discuss the situation with an 
official of the company. 


Methods of Disclosure 


The method of disclosure of a par- 
ticular event or transaction obviously 
depends on the nature of the event or 
transaction. Items which directly af- 
fect the amounts shown in the finan- 
cial statements, such as the valuation 
of accounts receivable, should be dis- 
closed by correction of the amounts 
concerned. Those items, conversely, 
which cannot be given effect to in the 
financial statements, such as the sale 
of fixed assets or the acquisition of a 
subsidiary company, should be re- 
vealed by way of a note that is an in- 
tegral part of the financial statements. 
As a rule, reference to an event of 
material importance in the directors’ 
report to the shareholders alone does 
not constitute adequate disclosure. It 
goes without saying that the auditor 
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must take all the circumstances into 
consideration before deciding what is 
the proper method of disclosure in a 
particular case. 

Where a note is required, it should 
be as brief as possible consistent with 
clarity and the full disclosure of all 
the relevant facts. Typical examples 
of post balance sheet disclosures ap- 
pearing in published financial reports 
are included in the various editions 
of Accounting Trends and Tech- 
niques published by the American In- 
stitute of Accountants. For purposes 
of illustration, an example taken from 
the eighth edition of the publication 
referred to is reproduced here: 

“Note 4: On January 14 1954, the 
Company sold its investment in X 
Manufacturing Company of Can- 
ada, Limited, for $675,000. Since 
the cost of this investment, as car- 
ried on the books of the parent 
company, X Manufacturing Com- 
pany, was $86,742, the profit on 
the sale of this stock amounted to 
$588,258 before capital gains tax 
thereon.” 

It is emphasized again that dis- 
closures of insignificant or irrelevant 
events or unimportant details should 
be avoided. They may confuse the 


reader and can conceivably be mis- 
leading. 


Concluding Remarks 


Although the financial statements 
of a company, including the dis- 
closure of post balance sheet events 
and transactions, are primarily the re- 
sponsibility of management, the 
auditor must determine that they are 
correct. Frequently, moreover, the 
management of a company relies on 
the auditor in matters of correct pre- 
sentation and adequate disclosure. 
There may also be instances where 
the management does not wish to 
reveal an event or transaction of ma- 
terial importance in the financial 
statements and the auditor, if he is 
unable to persuade the management 
to make adequate disclosure, must be 
prepared to qualify his report. 

It seems obvious, then, that a care- 
ful review of the post balance sheet 
period and a critical examination of 
pertinent events and transactions is 
an essential part of any audit exam- 
ination to enable the auditor to state 
that “a true and correct view of the 
state of affairs of the company and 
the results of its operations” has been 
presented. 











Advertising Agency Operations 


and Control 


D. W. TURNBULL 


RELATIVELY FEW of the nearly 7,000 
chartered accountants in Canada may 
be involved directly with advertising 
agencies by way of a professional 
assignment, but almost all are 
concerned with agency operation 
through their role as auditors of their 
clients’ advertising expenditures. 


Today, advertising agencies are 
“big business”. In 1955, approximate- 
ly 90 agencies in Canada spent close 
to $170,000,000 in national advertis- 
ing for their clients. Yet they are a 
relatively modern development for, 
although advertising itself can be 
traced back to the use of Smith as a 
surname, it is only 67 years since 
Canada’s first agency was established 
with a staff of three people. 


In Canada, the emergence of ad- 
vertising as a business paralleled the 
growth of her newspapers. In 1752, 
the country’s first and only newspaper 
in existence, the Halifax Gazette, 
printed three small announcements. 
One of them — proposing the sale of 
butter by the ferkin — distinguished 
itself as the first product advertising 
known to be printed in Canada. The 
other two, inserted by a legal firm 
and a pair of tutors, offered services 
for a fee. 

Thus the precedent of newspaper 


39 


advertising had been established in 
Canada, but the population was small 
and scattered, and every penny was 
precious. Newspapers were often 
buried soon after their birth. 

The introduction of steam-powered 
presses in 1850 permitted substantial- 
ly lower production costs and ensured 
the survival of daily newspapers in 
Canada, and this, along with sub- 
stantial improvements in transporta- 
tion, enabled publishers to reach fur- 
ther afield for business. In 1878, the 
Toronto Mail sent a young man 
named Anson McKim to open a sales 
office in Montreal. 


Origin of the Agency 

That office was not long in business 
before it became apparent that the 
advertisers also wanted to use other 
Ontario newspapers, and they felt the 
simplest procedure was to place all 
their advertising through McKim. 
The young man obtained schedules of 
rates and circulation of all the Can- 
adian newspapers and soon found 
himself, in practice if not by original 
intent, booking agent for many pub- 
lications. 

In 1885, Anson McKim’s employers 
re-christened his office “The Mail Ad- 
vertising Agency”. 
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Coincidental with the new pattern 
in newspaper advertising came im- 
portant changes in the marketing 
activities of manufacturers. Goods 
which had always been sold direct to 
consumers were placed with jobbers 
or wholesalers for distribution across 
the country; and manufacturers real- 
ized the need for national advertising. 

In January 1889 Anson McKim 
took advantage of the situation by 
founding “The A. McKim Newspaper 
Advertising Agency”, Canada’s first 
independent agency. He purchased 
space in newspapers at wholesale 
rates and resold it to advertisers at 
retail rates. 


Other agencies were soon estab- 
lished, and competition demanded 
that they expand their services to ad- 
vertisers. Manufacturers were given 
advice in the effective use of adver- 
tising, and advertisements were writ- 
ten by the agencies. 


This was the origin of the paradox- 
ical relationship by which the adver- 
tising agency serves advertisers as its 
clients, although its income in the 
main comes from the advertising 
media rather than from the clients. 


Advertising and the Economy 


During the past 60 years the birth 
and steady development of the Can- 
adian economy has been the envy of 
many leading nations of the world. 
Hungry eyes are turned on our high 
standard of living and national pros- 
perity. Many attribute this success 
to our national resources, to our in- 
ventive genius and to the industry of 
our people, and to each is due a 
share of the credit. However, an 
increasing number of advanced think- 
ers in economics, social science and 
industry contend with much logic 
that what really makes this country 
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great is the economic force of adver- 
tising, coupled with highly organized 
salesmanship. These two _ partners 
create and fill the desires that motiv- 
ate people to buy in vast volume. In 
the final analysis, it is actual pur- 
chases rather than purchasing power 
(consumption rather than produc- 
tion) that create and sustain this 
mass production era which is contrib- 
uting so substantially to our national 
and individual prosperity. 

As creators of advertising, so vital 
to the national economy, it is natural 
that agencies have grown in number, 
size and stature. Today, they com- 
prise teams of highly trained special- 
ists, including creative artists and 
writers, research personnel, merchan- 
dising experts, radio, T.V. and film 
craftsmen, and general executives — 
men and women who through the 
years have learned a great deal about 
the things that motivate the buying 
habits of human beings. 


The Functions of an Agency 


This team obviously can perform 
widely varying services for a client, 
but the agency’s main functions are 
dual: counsellor on advertising and 
merchandising matters, and agent. 


A new client can reasonably expect 
the agency to have a working knowl- 
edge of his industry, but the agency 
needs much more. It requires detailed 
familiarity with the client’s business, 
his philosophies, policies, objectives 
and marketing practices. 

A study of the sales and mer- 
chandising fundamentals of the speci- 
fic business is launched by agency 
management in conjunction with their 
marketing, research and creative per- 
sonnel. This frequently involves field- 
trips to talk to salesmen and their 
customers, both present and potential. 


\ 
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When the evidence is complete, it 
is coordinated by an experienced ad- 
vertising man called an account 
executive who is selected to handle 
the new client’s activities. He and 
his colleagues produce an advertising 
plan for their new account. 


The nature of the client’s business 
determines the plan, of course, but a 
plan for a company with a nationally- 
distributed product could embrace: 
a) review of the overall business 
climate; b) economic study of the 
client’s industry; c) analysis of the 
client’s position in the industry, gen- 
erally by marketing areas; d) analysis 
of advertising and merchandising 
activities of the client’s competitors; 
e) definition of the advertising ob- 
jectives, with reasons; f) detailed 
plan of action covering national ad- 
vertising, selling aids for the sales 
force, and point-of-sale support; 
g) rough visuals to illustrate advertis- 
ing ideas and advertising themes to be 
followed; h) recommended advertis- 
ing budget necessary to achieve the 
objectives. 

Once the client has accepted the 
advertising plan, the agency assumes 
its role as agent. But so far, it has 
been acting only as advertising and 
merchandising counsel. 


It should be apparent that this 
operation will not be profitable for 
the agency in the initial stages of a 
new account. For this reason, and 
because the client must reveal his in- 
nermost trade secrets to the agency, 
the relationship between the two is 
rightly considered to be a marriage of 
lengthy duration. The courtship 


should be thorough enough to en- 
sure that the union will be success- 
fully formed on the basis of mutual 
understanding, 
dence. 


respect and confi- 
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This affaire de coeur may be fer- 
vent, but still it must be businesslike. 
The terms must be set out in writing, 
listing the services to be performed 
by the agency in return for the reg- 
ular commission allowed by media 
and defining services subject to 
special charge, to be discussed and 
approved in advance. 

Too few agencies put this under- 
standing in writing, but to do so is 
only sound business. 


Agency as Agent 

Assuming its role as agent, the 
agency acts on behalf of the client 
through its various technical depart- 
ments. Purchases are made at com- 
petitive prices and production super- 
vised to assure quality of finished art- 
work, engravings, T.V. film commer- 
cials, radio scripts or printed adver- 
tising material. 

Then the agency contracts for 
space or time in newspapers, mag- 
azines, radio, T.V., outdoor posters, 
streetcar cards, etc. The final adver- 
tisements are checked “as run” to as- 
sure that the space, time and quality 
were as ordered. This final check also 
supplies the evidence required before 
accounts can be paid and billed to 
clients. 

The exact status of the agency in 
these operations must be made clear 
because it has an important bearing 
on its financial control. 

Although an agency is acting for 
its clients, it becomes primarily liable 
itself when entering commitments for 
production, space or time. It follows 
that it must be sure that the credit 
ratings of its clients are sound, and 
must be constantly alert for changes 
in the credit situation. 

Secondly, clients must be made to 
understand that agency invoices are 
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accounts from “an agent” to be paid 
within 10 days, and not normal 30- 
day trade accounts. The agency must 
be put in funds to meet the accounts 
of individual suppliers, publishers, 
talent, etc., which in many cases re- 
quire payment within 15 days of 
billing. The agency should not be 
expected to finance clients’ advertis- 
ing, even for short periods of time. 
Past failures of many agencies can 
be traced to a lack of control in 
this respect. 


Agency Income 

Agencies may employ highly-paid 
specialists in all fields of advertising 
and merchandising whose services are 
continually available to clients sub- 
stantially without charge, since the 
bulk of agency commissions are paid 
not by advertisers but by media. 

Media, of course, have rate cards 
showing the price an advertiser pays 
when advertisements are placed di- 
rectly. But when orders emanate from 
an advertising agency, the media bill 
this charge (called the gross rate) to 
the agency and indicate the commis- 
sion allowable, usually 15% of the 
rate. The agency pays the media the 
net figure and bills the client for the 
gross. 

This commission represents the 
agency's main source of income. In 
return, the agency generally contracts 
to: 

(a) Study the client’s market and re- 
commend the best advertising 
vehicles to reach that market 
considering circulation, coverage 
by area and by class of reader 
(for publication); and for radio 
and T.V., audience and area 
covered by stations. 

(b) Create visual ideas and copy 
themes to be jused, recommend- 
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ing schedules of advertising with 
due regard for seasonal and 
other considerations. 

(c) Contract with the media for 
space or time, and see that ad- 
vertisements actually appear as 
ordered and are satisfactory in 
quality. 

(d) Pay the media and bill the 
client, usually once a month. 

(e) Supervise the entire advertising 
program. 

(f) Create plans for merchandising 
and advertising at the point of 
sale. 

The question of “standard” agency 
services has many ramifications, each 
with its own cost implications. It is 
only important to establish here that 
all services must be paid for if an 
agency is to be financially successful. 
Exacting control must be exercised to 
ensure that the agency actually does 
receive its commission on all standard 
assignments, and is reimbursed for all 
other services. 

The monthly invoice an advertiser 
receives for standard agency services 
may look like an ordinary itemized 
account. But to the agency each item 
involves purchase orders, insertion 
orders or contracts, detail instruc- 
tions, frequency rate checking, in- 
voices from media and their pay- 
ments, and subsequent billing to 
client. 


Paper — Paper — Paper 

It follows that the financial func- 
tion within the agency must resolve 
itself into one of controlling literally 
thousands and thousands of pieces of 
paper. Each piece must be matched 
up. For every payment there must 
be a billing. Just one publication in- 
sertion paid to a publisher but missed 
in the billing to a client could result 
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in an agency loss of several thousand 
dollars. 

The magnitude of the task of con- 
trolling the paper work becomes more 
apparent when we consider that a 
number of agencies in Canada are 
each placing from $5,000,000 to $27,- 
800,000 a year of advertising for their 
clients. 

Control must lie, first, in a sound 
system for handling and matching the 
paper and, secondly, in constantly 
balancing accounting operations. 

Another important realm requiring 
control is that of agency services not 
covered by commissions from media. 
Many and varied, these include such 
items as preliminary and finished art- 
work, the writing of brochures and 
programs, the purchasing of printed 
promotional material, special research 
assignments and the technical pro- 
duction of T.V. commercials. 


All these services involve super- 
vision by the agency of production, 
quality and follow-through to de- 
livery. However, many of them are 
performed by outside suppliers, and 
in these cases it is usual practice to 
add, when billing the client, an 
agency commission calculated to 
allow the agency 15% of the billing 
price to the client. 


Many other services beyond super- 
vision, such as special writing and 
art department assignments, research 
at client’s request, travelling to and 
addressing sales meetings, etc., are 
performed by personnel of the agency 
staff. To ensure that the agency is 
properly reimbursed for them, in- 
dividual time records and current 
hourly rates must be established. The 
natural desire of account executives 
to please their clients frequently leads 
them to undertake special services as 
favours. Agency management must 
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be most alert about this because the 
economy of agency operations does 
not permit such luxuries. 

Most agencies use a_ requisition 
system for instituting internal work 
and dockets to record costs. There- 
fore it is good practice to identify all 
dockets in which internal services are 
involved, and draw them to the atten- 
tion of a senior agency executive for 
scrutiny and approval before billing. 


Cash Discounts 

Still another source of agency in- 
come is the cash discount, usually 2%, 
provided by some media to recog- 
nized agencies for settling their ac- 
counts within the discount term. 
Failure to retain this discount can 
make a serious inroad into agency 
profits. This is made evident by 
the Dominion Bureau of Statistics’ 
composite statement of all reporting 
advertising agencies which showed 
net profit after taxes of less than 1% 
of billings to their clients in 1954. 


Out-of-Pocket Expenses 

Falling between the commission- 
able operations for clients and agency 
operating costs, there is a class of 
agency expenditures made for clients 
on a “net cost” billing basis. These 
expenditures are important because, 
while relatively small items individ- 
ually, they are voluminous in number. 
In this category fall long-distance 
telephone charges, costs of telegrams, 
shipping, postage and other sundries. 

With agency contacts being made 
from coast to coast, these expend- 
itures can accumulate to sizeable 
proportions. A very rigid control must 
be established to ensure that they are 
passed on to the client, unless they 
have been incurred due to an omis- 
sion on the agency's part. Net cost 
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items constitute an important source 
of profit leaks which must be stopped. 


Control of Expenses 

The control of agency operating 
expenses poses no unusual problem, 
since standard methods of budget 
controls and monthly reports apply, 
but there are some areas that deserve 
special mention. 

Monthly operating statements 
should be prepared where personal 
service departments are involved, 
such as copy, art and research de- 
partments. These should be support- 
ed by subsidiary reports on the 
monthly productivity of individuals 
within such departments. An agency 
cannot afford a material amount of 
non-productive or idle time. 

Since agency salaries consume al- 
most 65% of all agency income, de- 
partmental salary controls should be 
maintained in terms of both dollars 
and number of bodies. 


Extent of Services 


The importance of ensuring that 
the agency has received all the in- 
come to which it is entitled has al- 
ready been pointed out. It must be 
realized, however, that a substantial 
amount of income comes in the form 
of a fixed commission for which the 
agency provides its professional ser- 
vices. The value of services required 
by each client, varying greatly with 
the different nature of businesses, 
must be matched against the income 
received from the handling of the 
account. 

Frequently, the services supplied 
by agencies in the U.S.A. are com- 
pared to those of agencies in Canada, 
but using American agency opera- 
tions for comparison does not do jus- 
tice to the agency situation in Can- 
ada. This point demands illustration: 





THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1956 


If “X” agency in the United States 
creates and places a full-page, four- 
colour advertisement in a leading 
American magazine, the cost is such 
that the agency commission works 
out to approximately $4,500. 


However, if “Y” agency in Canada 
develops and places a comparable ad- 
vertisement in an equivalent leading 
Canadian magazine, the cost is such 
that the agency commission amounts 
to only about $450. 


The difference in the costs of ad- 
vertising in the two publications, of 
course, is that the U.S. magazine has 
about ten times greater circulation, 
with proportionately higher advertis- 
ing rates. But that is no consolation 
to the agency in Canada which re- 
ceives only one-tenth of the commis- 
sion for a comparable job. 


It follows that an American agency 
can give many gratis services which 
a Canadian agency cannot afford. 
Agencies are in business to make a 
profit, small as it is, and each ac- 
count should contribute to this ob- 
jective. Obviously, cost accounting 
must be an important factor in 
agency financial control to obtain a 
proper measure of profit. 


It is fair to say that clients expect 
their agencies to make a reasonable 
profit on their account. If an account 
is not profitable, and the agency can 
substantiate its own internal efficien- 
cy, these facts should be placed be- 
fore the client for a review of the ser- 
vices being given or for consideration 
of a compensating fee. Many clients 
have established such fee arrange- 
ments with their agencies 


In the final analysis, every sound 
client wants a sound agency as a 
working partner, and an agency must 
be profitable to be sound. 











A Look at Depreciation 
and Income Taxes 


J. W. CROWE 


To DATE most discussions in Canada 
comparing capital cost allowances 
and straight line depreciation have 
approached the problem solely from 
examples of single assets. On the 
bases of simple analyses of what hap- 
pens in the case of one asset or in- 
vestment, fairly broad and far reach- 
ing conclusions have been drawn. An 
implied assumption in these analyses 
and conclusions has usually been that 
what is true in the static case of one 
asset must also be true in the dy- 
namic situation of a going concern 
with many assets. However it is 
worthwhile looking at the special 
problem of capital cost allowances 
and depreciation for a going concern. 
This can be done by advancing from 
the concept of one asset to that of 
many assets progressively being re- 
tired, replaced and probably being 
added to. 


Single Asset Concept 

Everyone is familiar with what 
normally happens in the example of 
a single plant undertaking com- 
menced after the repeal of regulation 
1100(4). Assuming a diminishing bal- 
ance rate of 20% and a book straight 
line depreciation rate of 10%, capital 
cost allowances for the first three 
years exceed the straight line depre- 
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ciation by about 19% of the cost of 
the asset or by about two years nor- 
mal depreciation. In the fourth year 
the capital cost allowance and 
straight line depreciation are about 
equal. In the fifth, sixth, seventh 
and eighth years book depreciation 
will exceed capital cost allowances by 
almost as much as the excess of cap- 
ital cost allowances in the first three 
years. It can therefore reasonably be 
argued that the reduction in taxes in 
the first three years of the life of 
this asset is not a real saving, but 
only a postponement of tax. The re- 
duction, in effect, represents an in- 
terest free loan from the government 
and there is certainly merit in the 
recommendation of Bulletin No. 10 
that such credits be deferred as 
“tax reductions applicable to future 
years’. 


Going Concern Maintaining 
its Investment 

Now let us consider a multi-asset 
company which has been expending 
a constant sum annually, say $1,000,- 
000, on construction for ten years 
prior to January 1, 1954. If we take 
10% straight line depreciation, assets 
on hand at January 1, 1944 will be 
fully depreciated and gross fixed as- 
sets at January 1, 1954 will amount to 
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$10,000,000. Assuming that half a 
year’s depreciation is charged on new 
assets in the year of acquisition, ac- 
cumulated straight line depreciation 
at 10% will amount to $5,000,000 by 
January 1, 1954. We shall suppose 
that this company will continue to 
spend on construction an amount of 
$1,000,000 a year. Annual retirements 
will also amount to $1,000,000 a year, 
as will the straight line depreciation 
provision. Therefore the continued 
expenditure of $1,000,000 a year by 
this company in no sense represents 
an expansion program, but merely 
the maintaining of its fixed invest- 
ment. 

Table 1 and Chart 1 show the 
trend of straight line depreciation 
and capital cost allowance for the 
years following January 1, 1954. 
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Straight line depreciation has been 
calculated at 10% and capital cost 
allowance at 20%. The example has 
taken the reserve for depreciation at 
January 1, 1954 to be equal to 50% of 
the gross fixed assets. Capital cost 
allowance will exceed book deprecia- 
tion in 1954 and subsequent years by 
a geometrically declining rate. This 
annual excess will drop to zero in the 
long run, but book depreciation will 
never exceed the capital cost allow- 
ance unless the company starts to 
decline. By switching from straight 
line to diminishing balance deprecia- 
tion for tax purposes this company 
has achieved a real and substantial 
savings. By inspection of Table 1 it 
can be seen that the total reduction 
in taxable income in this example is 
given by the sum of .2x annual 


Table 1 


COMPANY PROGRESSIVELY MAINTAINING ITSELF, 
BUT NOT EXPANDING 
(Assets $10,000,000 and Reserve for Depreciation 
$5,000,000 at Ist January 1954) 
(Amounts in Thousands) 


Reduction In 





Gross 
Construction Straight Capital Cost Taxable Income 
Year Expenditures Retirements Line Depreciation Allowance Annual Cumulative 
10% 20% 
1 $1,000 $1,000 $1,000 $1,200 $200 $200 
2 1,000 1,000 1,000 1,160 160 360 
3 1,000 1,000 1,000 1,128 128 488 
4 1,000 1,000 1,000 1,102 102 590 
5 1,000 1,000 1,000 1,082 82 672 
6 1,000 1,000 1,000 1,066 66 738 
7 1,000 1,000 1,000 1,052 52 790 
8 1,000 1,000 1,000 1,042 42 832 
9 1,000 1,000 1,000 1,034 34 866 
10 1,000 1,000 1,000 1,027 a 893 
ll 1,000 1,000 1,000 1,021 21 914 
12 1,000 1,000 1,000 1,017 17 931 
13 1,000 1,000 1,000 1,014 14 945 
14 1,000 1,000 1,000 1,011 1l 956 
15 "1,000 1,000 1,000 1,009 9 965 
1,000 1,000 nil 1,000 


Long Run 
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CHART 1 


COMPANY PROGRESSIVELY MAINTAINING ITSELF, BUT NOT EXPANDING 


(Assets $10. 000, 


of Dollars 


Annual Capital Cost Allowance - 
Annual Straight Line Depreciation 


. . 


000 and Reserve for Depreciation 
5,000, 000 at 1st January 1954) 


belch cadlacdl eck Bac uid 
didi d had ed 


construction + .2x.8x annual con- 
struction + .2x.8’x annual construc- 
tion + .2x.8*x annual construction to 
infinity. The sum to infinity of 
2(14+ 8+ 8+ 8+ ...) is 1. 
Therefore the total reduction in tax- 
able income achieved by this com- 
pany is one year’s construction ex- 
penditures or $1,000,000. Most of 
this savings is realized in the early 
years after the switch to diminishing 
balance. Things do not “come out in 
the wash” and savings are continually 
increased although in smaller and 
smaller amounts. 

It may be objected that $1,000,000 
a year is too high an expenditure on 
construction merely to maintain at 





+ & “So Sod Oe ee ee a a ee 


Year 


an even keel $10,000,000 of fixed 
assets. In this event 10% straight line 
depreciation is also too high. Let us 
assume that $200,000 a year is all 
that is required to replace the retire- 
ments of this company. Then straight 
line depreciation should normally be 
2% per annum. If we take capital 
cost allowance of 4%, the long term 
reduction in taxable income after 
January 1, 1954 will still be equal to 
one year’s construction expenditures 
(in this case $200,000). 

If the reserve for depreciation at 
January 1, 1954 were less than 50% of 
total fixed assets, the base for capital 
cost allowances would be that much 
higher. The long term reduction in 
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taxable income through using dimin- 
ishing balance depreciation would 
therefore be greater than one 
year’s construction expenditures by a 
similar amount. 'f the base for cap- 
ital cost allowance at the time of 
switch was below 50% of total assets 
the permanent tax savings would be 
less. If the base was proportionate- 
ly low enough a permanent tax loss 
could be occasioned by the change 
from straight line to diminishing bal- 
ance depreciation. 


For a going concern, which is on 
the average just managing to hold its 
own, it would appear that an ap- 
preciable and real tax savings would 
probably be realized through the in- 
troduction of the diminishing balance 
method for tax purposes. If accumu- 
lated depreciation was unusually high 
in relation to fixed assets, however, 
a permanent tax loss might be suffer- 
ed. In any case there appears to be 
no justification for the widely held 
belief that any early difference be- 


Table 2 
COMPANY EXPANDING AT AN AVERAGE RATE OF GROWTH 
OF 5% PER ANNUM 


(Assets $10,000,000 and Reserve For Depreciation $5,000,000 at Ist January 1954) 
(Amounts in Thousands) 











Fixed Annual Annual 
Assets Gross Straight Capital Reduction In 

Start of Construction Line Cost Taxable Income 

Year Year Expenditures Retirements Depreciation Allowance Annual Cumulative 

10% 20% 

1 $10,000 $1,000 $1,000 $1,000 $1,200 $200 $200 
2 10,000 1,050 1,000 1,000 1,171 171 371 
3 10,050 1,103 1,000 1,005 1,157 152 523 
4 10,153 1,158 1,000 1,015 L157 142 665 
5 10,311 1,216 1,000 1,031 1,168 187 802 
6 10,527 1,276 1,000 1,053 1,190 137 939 
7 10,803 1,340 1,000 1,080 1,220 140 1,079 
8 11,143 1,407 1,000 1,114 1,257 143 1,222 
9 11,550 1,477 1,000 1,155 1,303 148 1,370 
10 12,027 1,551 1,000 1,203 1,352 149 1,519 
11 12,578 1,629 1,000 1,258 1,407 149 1,668 
12 13,207 1,710 1,050 1,321 1,468 147 1,815 
13 13,867 1,796 1,103 1,387 1,534 147 1,962 
14 14,560 1,886 1,158 1,456 1,605 149 2,111 
15 15,288 1,980 1,216 1,529 1,679 150 2,261 
16 16,052 2,070 1,276 1,605 1,758 153 2,414 
17 16,855 2,183 1,340 1,686 1,843 157 2,571 
18 17,698 2,292 1,407 1,770 1,933 163 2,734 
19 18,583 2,407 1,477 1,858 2,027 169 2,903 
20 19,513 2,527 1,551 1,951 2,128 77 3,080 
ae 20,489 2,653 1,629 2,049 2,282 183 3,263 
22 21,513 2,786 1,710 2151 2,343 192 3,455 
23 22,589 2,925 1,796 2,259 2,460 201 3,656 
24 23,718 3,071 1,886 2372 2,582 210 3,866 
25 24,903 3,225 1,980 2,490 2,710 220 4,086 





Hundreds of Thousands 
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CHART 2 


COMPANY EXPANDING AT AN AVERAGE RATE OF GROWTH OF 5% PER ANNUM 


(Assets 


of Dollars 










10, eek 000 and Reserve ig? Depreciation 
5,000,000 at lst January 1 su) 


Annual Capital Cost Allowance ~ 208 Sea 


of Dollars 





Pea Straight Line Depreciation - 105 secsseses 
Cumulative Reduction in Taxes 























tween the two methods of account- 
ing will be offset in later years by a 
corresponding difference the other 
way. 

This is the picture for a_ non- 
expanding concern. Let us now con- 
sider a company that is expanding. 


Expanding Concern 

We shall now suppose that the 
company discussed above, instead of 
remaining at an even keel, com- 


mences to grow. For the sake of 
simplicity it has been assumed that 
gross construction expenditures are 
increasing at an average rate of 5% 
per year. This seems to be a moder- 
ate rate of expansion in an economy 
This is particu- 


such as Canada’s. 
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larly apparent when it is recognized 
that continued gradual inflation has 
precisely the same effect for pur- 
poses of this problem as a rate of real 
growth. Furthermore in the example 
used (Table 2) an expansion of 5% in 
annual construction expenditures pro- 
duces an average growth of only 24% 
of fixed investment for the first ten 
years. 


Table 2 and Chart 2 show the 
trends of capital cost allowance, book 
depreciation and consequent reduc- 
tions in taxable income for such a 
company. Fixed assets and the re- 
serve for depreciation at January 1, 
1954 have again been taken to be 
$10,000,000 and $5,000,000, respect- 
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ively. It has been assumed that 
book depreciation will normally be 
first charged in the year after the ac- 
quisition of an asset. By the end of 
the fifth year taxable income will 
have been reduced by a total of 
$800,000; by the tenth year by 
$1,500,000; and by the fifteenth year 
by an accumulated amount of $2, 
300,000. The “Accumulated Tax Re- 
duction Applicable to Future Years” 
would be reaching a high level in- 
deed for such a small company. 
Furthermore there is no tendency 
for this large tax saving ever to be- 
come payable to the government. 


Capital cost allowance at 20% ex- 
ceeds straight line depreciation at 
10% every year and, as long as the 
expansion continues, will never be 
equal to, let alone less than, book 
depreciation. In fact the annual cap- 
ital cost allowance tends to become 
equal to 84% of annual construction 
expenditures, while the straight line 
depreciation quickly becomes equi- 
valent to 77% of construction expendi- 


tures. Both systems of depreciation 
tend to remain at this level as long 
as the average rate of expansion con- 
tinues. The annual reduction in tax- 
able income will therefore tend on 
the average to be 7% of annual con- 
struction expenditures, i.e. an increas- 
ing dollar amount. 


Long Run Aspects of the Problem 
As indicated in the example above 
capital cost allowances at 20%, 
straight line depreciation at 10% and 
annual reductions in taxable income 
tend to settle out at about 84%, 77% 
and 7%, respectively, of annual con- 
struction expenditures. These _per- 
centages represent the longer term 
equilibrium for a 5% rate of expan- 
sion. Similarly any consistent system 
of depreciation, whether straight line, 
diminishing balance or sum of the 
years digits, etc., tends sooner or 
later to approximate a constant per- 
centage of annual construction ex- 
penditures depending on the rate of 
growth of the company and the rate 
of depreciation. Table 3 and Chart 


Table 3 


RATIO OF ANNUAL CAPITAL COST ALLOWANCES (20%) AND 
STRAIGHT LINE DEPRECIATION (10%) TO CURRENT CONSTRUCTION 
EXPENDITURES AFTER LONG TERM EQUILIBRIUM HAS BEEN REACHED 


Percentage of Annual Gross Construction Expenditures 


Annual 
Capital 
Cost Allowances 


nil 100% 
1% 96.2 
92.7 
89.6 
86.7 
84.0 
81.5 
79.3 
77.1 
75.2 
73.3 
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Annual Annual 

Straight Reduction In 
Line Depreciation Taxable Income 

100% nil 

94.7 1.5% 

89.9 2.8 

85.4 4.2 

81.0 5.7 

112 6.8 

73.6 7.9 

70.3 9.0 

67.1 10.0 

64.2 11.0 

61.5 11.8 
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CHART 3 


RATIO OF ANNUAL CAPITAL COST ALLOWANCES (20%) 
AND STRAIGHT LINE DEPRECIATION (10%) 


Percentage of TO CURRENT CONSTRUCTION EXPENDITURES Percentage of 
Annual Gross ” Annual Gross 
Constraction AFTER LONG TERN EQUILIBRIUM HAS BEEN REACHED Conmteudedon 


Expenditures Expenditures 
100 





) » iis Annual Straight Line Depreciation - 1OW® sss 
| a 
| " es Annual Capital Cost Allowance - 20% samanaumss: 
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3 show the long run equilibrium 
rates for diminishing balance (20%) 
and straight line depreciation (10%) 
with rates of expansion varying from 
nil to 10%. Only with a nil rate of 
expansion is there any tendency for 
annual capital cost allowance and 
book depreciation ever to become 
equal. Yet even with a nil expansion 
there is normally no tendency for 
initial tax savings to be lost unless 
there is an actual decline in a com- 
pany. With any positive rate of ex- 
pansion not even the annual tax sav- 
ing, let alone the cumulative saving, 
ever approaches zero even in the long 
run. In fact with a rate of expansion 
of 8%, about the historical rate of 
growth in the chemical industry, the 
long run annual reduction in taxable 
income through using capital cost 
allowance (20%), instead of straight 
line (10%), approaches 10% of annual 
construction expenditures. This is in- 
deed a substantial reduction when 
applied to ever increasing annual ex- 
penditures. Furthermore in almost 
any conceivable example the short 
term annual savings is relatively 
more. 


Fluctuations in Construction 
Expenditures 

It may be objected that the preced- 
ing analyses proceed on the basis of 
an even flow of construction expendi- 
tures, while in practice construction 
may be highly spasmodic. This, of 
course, is true. If over a period of 
time, however, a company has 
achieved an average rate of growth 
in fixed investment, it will normally 
also have obtained a real and sub- 
stantial reduction in taxes from the 
excess of capital cost allowances over 
depreciation, regardless of how ir- 
regular construction expenditures 
may have been. Irregularity of con- 


struction expenditures causes the tax 
savings to vary sharply from year to 
year but does not tend to diminish 
the sum of such savings. 

It would seem probable that the 
real accounting problem is _ not 
whether or not to reserve the entire 
annual reductions in taxes through 
using the diminishing balance system. 
Most, if not all, of these reductions 
normally represent real savings. The 
problem may be to do something 
about the sharp annual fluctuations in 
income flowing from irregular con- 
struction expenditures. This is par- 
ticularly so since major savings may 
be realized under the Income Tax 
Act before a new project has actually 
come into operation. 

One approach to this problem 
would be as follows. Let us sup- 
pose that in a given year a company 
has expended $15,000,000 on con- 
struction as opposed to an expendi- 
ture level of $10,000,000 indicated by 
the company’s normal growth pat- 
tern. There is no sense in reserving 
the entire tax savings since this com- 
pany can probably expect to save ap- 
preciable sums every year through 
using diminishing balance deprecia- 
tion. There will, however, be an ex- 
cess saving in this year because of the 
extraordinarily high construction ex- 
penditure. If book depreciation is 
normally first charged in the year 
after acquisition this excess tax sav- 
ings will be equivalent to 47% of 20% 
of the excess of actual construction 
expenditures over the company’s nor- 
mal long term pattern. In this case, 
therefore, there would be some argu- 
ment in reserving, say, 10% of $5,- 
000,000 or $500,000. Let us assume 
that next year construction expendi- 
tures are $3,000,000 below the com- 
pany’ usual pattern, then the re- 
serve could be brought back into in- 


a 7 a 








A LOOK AT DEPRECIATION AND INCOME TAXES 53 


come in the amount of 10% of $3,000,- 
000 or $300,000. This scheme would 
largely eliminate sharp variances in 
income caused by the new regula- 
tions and would not fall into the trap 
of a reserve growing to almost fan- 
tastic heights. It would also not make 
the error of seriously understating 
long term real income. The deter- 
mination of a conservative growth 
pattern having regard to past per- 
formance and future prospects should 
not be beyond the capacities of a 
company’s financial officers. 


What about the second year and 
subsequent effects of a major excess 
in normal capital expenditures? Dim- 
inishing balance depreciation in the 
second year will be down to 80% of 
20% or 16% of the original excess. 
Book depreciation will normally have 
commenced at say 10%. Therefore 
the excess between the two systems 
will be 6% and the tax savings less 
than 3%. For a normal company this 
can probably be regarded as a fairly 
small distortion of income having re- 
gard to the extraordinary costs usual 
in the first year of operation of any 
major new construction. It is, there- 
fore, suggested, that any distortion 
of income from a major construction 
expenditure, in excess of a company’s 
normal pattern, will normally present 
a significant accounting problem in 
the year of expenditure only. 


While it is recognized that other 
and more scientific answers will un- 
doubtedly be forthcoming, the above 


is advanced as one approach to this 
interesting problem. 


Summary 

By the introduction of the dimin- 
ishing balance depreciation system 
(at double the former straight line 
rates) the income tax authorities in 
effect gave business a sizable and 
continuing reduction in taxes. Dimin- 
ishing balance depreciation at 20%, 
for example, will normally provide a 
higher annual charge against profits 
in both the short run and the long 
run than straight line depreciation at 
10% for any company with a positive 
rate of expansion. Even where there 
is no expansion the initial savings 
usually coincident with the diminish- 
ing balance system will normally 
never be lost unless a company goes 
into a prolonged decline. In this 
case the company would probably be 
running into losses and would still 
escape repaying the initial savings. 
Moreover, we can probably follow 
George O. May’s dictum that it is no 
part of the accounting for a going 
concern to provide for the winding- 
up of the company. 

Savings accruing from the dimin- 
ishing balance system unfortunately 
will probably not come to companies 
in any even flow, but will vary direct- 
ly and violently with sharp fluctua- 
tions in gross construction expendi- 
tures. Where this distortion of in- 
come becomes a significant problem, 
however, it would not appear to be 
beyond the ingenuity of accountants 
to develop an answer. 





Retirement Schemes for the Self-Employed 
And Revenue Costs 


The Canadian Tax Foundation re- 

cently made a careful examination of 
the calculated revenue loss which 
would result if the self-employed in 
this country were granted the same 
treatment for retirement savings as is 
now given members of pension plans. 
This study was published in the May- 
June issue of the Canadian Tax 
Journal and is reprinted here with 
the permission of the Canadian Tax 
Foundation. 
One oF the missing pieces in the 
discussion of proposals for granting 
the self-employed the same treatment 
for retirement savings as is now given 
members of pension plans has been 
the amount of revenue loss_ that 
would result. Undoubtedly this has 
been an important factor in govern- 
ment thinking in Canada, but as yet 
no specific calculations have been put 
forward. In both the United States 
and Great Britain such estimates have 
been available for some time; in the 
present article we attempt to provide 
calculations of the same sort for Can- 
ada. These have particular interest in 
view of the announcement in the re- 
cent British budget that a plan will 
be introduced there immediately, in 
spite of revenue costs estimated to 
run between £30 and £50 million. 

As a basis of comparability with 
the treatment granted under pension 
plans we assume four different sets of 
calculations ranging from least gener- 


ous to most generous. We also show 
costs for a wide range of individual 
classes of self-employed, so that the 
data given in the accompanying 
tables can be adapted to various as- 
sumptions and classifications. 

The four sets of assumptions re- 
garding deductions — percentage of 
income and dollar maximum on de- 
duction — were: (1) 6% of income or 
$1,500; (2) 12% of income or $3,000; 
(3) 15% of income or $3,000; and 
(4) 30% of income or $6,000. The 6% 
of income or $1,500 represents an ap- 
proximation of the limits curently ap- 
proved as employee's contributions 
for current and future service. Very 
few plans provide for this rate of 
contribution, and the most common 
rate is 5%. The 12% or $3,000 includes 
not only the employee's contribution 
as outlined above but a like amount 
as the employers contribution for 
current and future service. The 15% 
or $3,000 is designed to provide for 
the employee’s contribution for past 
service as well as current and future 
service. It combines the limit of 
$3,000 provided in the Act and the 
15% maximum contribution for future 
service, approval of which will be 
granted if specific conditions are ful- 
filled. The 15% maximum will gen- 
erally be approved if: (1) additional 
contributions for past service are not 
provided for in the plan; (2) the 
basic rate is not in excess of 6%; and 
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(3) the excess over the basic rate is 
in accordance with a formula that re- 
lates the number of years of service to 
normal retirement age to the basic 
rate. Approval of a 15% rate of con- 
tribution for future service precludes 
any additional contribution for past 
service, and therefore the maximum 
amount which may be contributed in 
any one year under this arrangement 
is limited to $1,500. As in the pre- 
vious case, the 30% or $6,000 provides 
for past and current and future ser- 
vice contributions of both the em- 
ployee and the employer. 

If all the self-employed and similar 
classes of taxpayers were to deduct 
the full amounts under the various ar- 
rangements from income and if the 
number of such taxpayers and the 
level of incomes had not changed 
since 1953, the figures in Table I 
would provide a reasonable estimate 
of the revenue loss. Under these con- 
ditions the revenue loss would ap- 
proximate $29.5 million if the smaller 
of 6% of income or $1,500 were de- 
ducted, $58.3 million if the smaller of 
12% or $3,000 were deducted, $65 mil- 
lion if the smaller of 15% or $3,000 
were deducted, and $126.6 million if 
the smaller of 30% or $6,000 were de- 
ducted. Similarly the distribution 
among the various occupational class- 
es of taxpayers under the first ex- 
ample, would be as follows: business 
proprietors, $12.2 million; persons 
with predominantly investment in- 
come, $6.7 million; professionals, $5.0 
million; primary producers, $3.3 mil- 
lion; and salesmen, $2.3 million. How- 
ever, such is not the case, and each of 
the following fundamental departures 
from the assumptions requires an off- 
setting adjustment: (1) a small num- 
ber of taxpayers in the listed occupa- 
tional classes are considered em- 
ployees for purposes of pension con- 
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tributions and as such should be ex- 
cluded; (2) the number of self-em- 
ployed taxpayers has undoubtedly in- 
creased since 1953 and these should 
be included; (3) the level of income 
has increased since 1953 and a com- 
pensating adjustment for this should 
be made; and (4) all of the self- 
employed would not be likely to avail 
themselves of the full arrangements 
and the estimate of revenue loss 
would have to be reduced. 

Although most contributors to ap- 
proved pensions plans are classified 
as employees in Taxation Statistics 
(the source of the basic data from 
which the table worksheets were pre- 
pared ) a relatively small number fall 
in such occupational classes as prim- 
ary producers, professionals, business 
proprietors and salesmen. The precise 
number is not available, but a rough 
estimate can be made based on aver- 
age incomes, the total of pension con- 
tributions and an assumed rate of con- 
tribution. Assuming a 6% rate of con- 
tribution to approved plans the num- 
ber of taxpayers classified as self- 
employed approximates 4.5% of the 
total; assuming a 5% rate, about 5.4% 
of the total; and assuming a 4% rate, 
around 6.7% of the total. The ex- 
clusion of the above contributors 
would therefore require a downward 
adjustment of about 5% to the figures 
contained in Table I. 

During the past three years for 
which data are available (1950 to 
1953) the number of self-employed 
taxpayers has been increasing at a 
slightly lower rate than the total num- 
ber of taxpayers. The working force 
for the current year will probably be 
about 5% greater than it was in 1953 
and therefore it may be taken that 
the number of taxpayers for the cur- 
rent year will be at least 5% greater 
than in 1953. An upward adjustment 
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Table I 


SELF EMPLOYED 


EsTIMATED INCOME Tax REVENUE LOSS FROM THE DEDUCTION OF 
SPECIFIED AMOUNTS OF INCOME! 


(Based on 1956 rates and the 1953 level and distribution of Canadian income) 
( Millions of Dollars) 








The smaller Thesmaller Thesmaller The smaller 
of 6% of of 12% of of 15% of of 30% of 
income or income or income or income or 
Occupation $1,500 $3,000 $3,000 $6,000 
Farmers its ee 3.0 6.0 7.4 14.4 
Forestry Operators .......... pte a 2 2 oO 
RUIN gag RR ih Soe rp Ue: i cna sil 3 4 a 
Total Primary Producers! ...... 3.3 6.5 8.1 15.6 
Accountants... ae ae ae A a 8 1.6 
Medical Doctors and Surgeons ..... 2.2 4.5 5.0 9.8 
Dentists ice et ae 55 ba os S 1.0 1.2 2.3 
Lawyers and Notaries ies 1.0 2.0 2.1 4.2 
Consulting Engineers and Architects .4 8 9 LT 
Entertainers .......... Sree Ath ok 2 3 6 
Osteopaths, Chiropractors, Etc. ... al 2 3 5 
Nurses BN a 3 a l a 2 3 
Other Professionals 2 3 3 yf 
Total Professionals? ......... 5.0 9.9 AE 21.8 
Salesmen SEs aoe 23 4.6 5.6 10.8 
Business Proprietors rales Sie ee calx ee 24.1 27.8 54.1 
Persons with Predominantly Investment 
MIND os Oe Gt cts et 6.7 13.1 12.3 24.2 
Total2 peace ty or Aion Ease 58.3 65.0 126.6 





1 This Table and Table II are essentially worksheets from which specific estimates 
of revenue costs can be determined according to the various assumptions made. The 
estimates are the maximum possible amount of revenue loss, since they assume that 
every eligible taxpayer makes the maximum contribution. 


2 Does not necessarily add owing to rounding off of figures. 


approximating 5% will have to be 
made to the revenue figures to ac- 
count for the increase in the number 


_» of self-employed taxpayers. 


The level of income has risen con- 
siderably since 1953, but it is difficult 
to determine from available data the 
magnitude of the increase as it affects 
the self-employed. For example the 
income of business proprietors is in- 
fluenced considerably by business 
profits and it is subject to sharper 


fluctuations than most other forms of 
current income. For most taxpayers 
a 10% increase in income results in a 
10% increase in the amount that may 
be deducted from income and a 
slightly greater than 10% increase in 
the revenue loss from such a scheme 
owing to the increment of allowable 
deduction being subject to the top 
marginal rate applicable to each in- 
dividual. For those taxpayers that are 
limited by the specific dollar amounts, 











RETIREMENT SCHEMES 


an increase in income will not result 
in any additional amount deducted 
from income. Less than 15% of the 
estimated revenue loss arises from 
taxpayers subject to the flat dollar 
amounts, and therefore a 10% increase 
in income on balance would result in 
an added revenue cost of about 10%. 

It is unlikely that all self-employed 
taxpayers would avail themselves of 
the total deduction permitted under 
such a scheme. Many attractive al- 
ternatives for the funds would exist, 
but it is difficult, if not impossible, to 
assess the extent to which the self- 
employed would forego the immedi- 
ate tax savings for these alternative 
forms of investments. Assuming that 
self-employed taxpayers would set 
aside 50% of the amounts allowed 
under such arrangements, that the 
number of new taxpayers would off- 
set the present number of contribu- 
tors (classified as self-employed) to 
approved plans, and that on balance 
the incomes of the self-employed 
have increased by 10%, the estimated 
revenue loss from such a scheme 
would approximate 55% of the figures 
included in Table I. On these as- 
sumptions a deduction of the smaller 
of 6% of income or $1,500 would cost 
an estimated $16.2 million; 12% of in- 
come or $3,000, $32 million; 15% of 
income or $3,000, $38.5 million; and 
80% of income or $6,000, $69.6 million. 
Similarly the distribution of the re- 
venue loss among the occupational 
classes (assuming limits of 6% or 
$1,500) is as follows: business pro- 
prietors, $6.7 million; persons with 
predominantly investment income, 
$3.7 million; professionals, $2.8 mil- 
lion; primary producers, $1.8 million; 
and salesmen, $1.3 million. For most 
purposes interpolation would provide 
adequate results for intermediate 
rates of contribution. 
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Provisions similar to those at 
present granted to employees contri- 
buting to approved pension plans 
could be designed to include within 
their ambit any general class of tax- 
payers. Nevertheless the present 
study would not be complete without 
an estimate of the revenue loss of 
extending similar arrangements to all 
employees who do not qualify under 
the present provisions. The informa- 
tion for such an estimation is provid- 
ed in Table II. On the assumption 
that the overall rate of contribution to 
approved plans is 5%, the revenue loss 
based on 1953 data would range from 
an estimated $74 million to $351 mil- 
lion depending upon the rates of de- 
duction. On the assumption that the 
overall rate of contribution is lower, 
the estimate of the number of tax- 
payers presently contributing must be 
increased thereby lowering the esti- 
mate of the revenue loss. As for the 
self-employed the data must be ad- 
justed for the present number of tax- 
payers, for the change in the number 
of contributors to approved plans 
relative to the total number of tax- 
payers for the current level of income 
and for an estimation of the extent 
to which the employees will avail 
themselves of the arrangements. 

The estimated figures include the 
revenue loss to the old age security 
fund as well as to budgetary rev- 
enues. The amount attributable to 
old age security revenue is about 1/20 
for the self-employed and about 1/10 
for employees. 

Many variations in the basic as- 
sumptions can be made. For example, 
the 6% of income could have been de- 
fined as 6% of earned income, an am- 
ount somewhat closer to wages and 
salaries that form the basic measure 
for employees. Although earned in- 
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come by income classes for each oc- 
cupational group is not available, 
some indication of the significance of 
this factor is indicated by the follow- 
ing. Investment income for 1953 (ex- 
cluding rental income now defined as 
earned income ) accounted for the fol- 
lowing percentages of total income: 
primary producers, 3.3%; professionals, 
4.6%; salesmen, 2.2%; business pro- 
prietors, 4.6%; persons with predomi- 
nantly investment income, 78.6%; and 
employees, 1.0%. These figures sug- 
gest that there would be a nominal 
saving in revenue from limitation of 
the deduction to a proportion of earn- 
ed income rather than total income. 
Finally it should be mentioned that 
the foregoing calculations all relate 
only to the immediate loss of rev- 
enue that would arise. The retire- 
ment benefits would themselves be 
subject to income tax on ultimate re- 
turn to the taxpayer, and there would 
be some recovery of revenue in later 
years. Although a precise measure of 
the amount cannot be made, one ap- 


proach is outlined. The future 
stream of income arising from the re- 
tirement benefits will be larger in ab- 
solute terms than contributions made 
because of interest accumulations, but 
the present value of the stream will 
be equivalent to the current amount 
set aside if the future stream is dis- 
counted by the same rate of interest 
as the amounts set aside would earn. 
Therefore, if the retirement benefits 
ultimately become subject to the same 
rate of tax that would have applied 
to the amounts set aside, there will 
not be any long-term loss in revenue. 
Similarly if the retirement benefits 
never become subject to tax, the loss 
in revenue will be the full amounts 
as determined from the tables. Per- 
haps some intermediate position will 
develop. For example, if the retire- 
ment benefits become subject on the 
balance to a 5% rate of tax, and if the 
amount set aside would have been 
subject on balance to a 30% rate of 
tax, the ultimate recovery could be 
considered 1/6 of the revenue loss. 


Table II 


EMPLOYEES 


EsTIMATED INCOME TAX REVENUE LOSS FROM THE DEDUCTION OF 
SPECIFIED AMOUNTS FROM INCOME! 
(Based on 1956 rates and the 1953 level and distribution of Canadian income) 


( Millions of Dollars) 





The smaller Thesmaller Thesmaller The smaller 

of 6% of of 12% of of 15% of of 30% of 

income or income or income or income or 
Employees? $1,500 $3,000 $3,000 $6,000 
All pee Pe a ee ..100.1 198.3 243.3 474.8 

All except contributors to pension plans— 

estimate based on 6% ........ 78.4 155.2 190.5 371.7 
Bs koi oe nt ae 146.6 179.9 351.1 
Reseed 67.5 133.7 164.1 320.2 
es aires oe 56.6 112.2 137.6 268.6 





1 See note ! under Table I. 


2 The estimated number of contributors to pension plans was based on average 
income level, total amount of pension contributions, and specified rates of contribution. 
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BY GERTRUDE MULCAHY B.A., C.A 


Accounting Research 


History oF HoLtpinc COMPANIES AND 
CONSOLIDATED FINANCIAL STATEMENTS 


“Consolidated statements do not 
exist in a social or economic vacuum. 
They were developed to fulfil a real 
need arising out of specific historical 
conditions; they are reflections on the 
accounting level of the distinctive 
pattern assumed in this country by 
the combination movement.”! 


The history of the development of 
the use of the consolidated statements 
parallels the history of the develop- 
ment of the holding company from 
the simpler forms of business enter- 
prise. As early as the Roman era, 
the corporate form of business enter- 
prise was known, but the notion of 
its personality was not fully develop- 
ed. In mediaeval times, municipal 
and ecclesiastical corporations were 
common in Norman England and on 
the Continent. 


The overseas trade expansions of 
the 16th and 17th centuries brought 
about a form of business undertaking 
whereby associates bought shares in 
a ship and divided its profits. The 
Muscovy Company (chartered in 
1555) and the Dutch East India 
Company (chartered in 1602) were 
perhaps the earliest trading com- 
panies with what later came to be 
called a permanent capital. Partial 
government subsidization of trading 


companies was usual but gave way in 


1 Maurice Moonitz, “The Entity Theory 
of Consolidated Statements”. 
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the 18th century to the protective de- 
vice of limited liability. The failure 
of the Mississippi Scheme (1720) and 
the bursting of the South Sea Bubble 
in England led to stringent fiscal reg- 
ulations of business corporations, es- 
pecially in the matter of capital. 


The enormous expansion and 
changes in industrial techniques in- 
troduced during the Industrial Revo- 
lution (1750-1850) provided perhaps 
the greatest stimulus to the develop- 
ment of the corporate form of busi- 
ness enterprise. With the introduc- 
tion of steam power driven machines 
in the factories and railways, many 
new limited companies were formed 
in Britain to finance larger economic 
units formerly controlled by small 
family groups. 

The holding company emerged 
from this trend as a result of the ef- 
forts to combine groups of corpora- 
tions for purposes of economy and 
control. This form of control of one 
or more companies through owner- 
ship of the majority of the shares of 
their voting stock first appeared in 
the textile industries and quickly 
spread through much of Britain’s in- 
dustrial life. Since 1869 at least, an 
English corporation could hold shares 
of another, unless specifically forbid- 
den by its charter or articles of asso- 
ciation. 

The trend towards combining busi- 
ness undertakings spread from Eng- 
land across the Atlantic to the United 
States. From the late 1880's to the 
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depression of 1903, there was a rapid 
increase, in number and size, of in- 
dustrial combinations. However, in 
the earlier years of this period, the 
form was somewhat different from the 
pattern of consolidation set in Bri- 
tain. For the most part, these com- 
binations were in the trust form of 
organization in which a board of trus- 
tees assumed ownership of the corp- 
orate shares of numerous small com- 
peting firms. Prior to 1893, the hold- 
ing company was practically un- 
known in American financial history, 
although a few special charters had 
been granted in Pennsylvania which 
provided, among other things, the 
right to acquire and hold stocks of 
other corporations. 

Up to the 1880's and 1890's, the 
United States federal government's 
national economic policy had been 
dominated by the theory of Iaissez- 
faire. Therefore, without legal con- 
trol and restrictions, giant trusts and 
monopolies developed unhindered 
and rapidly began to stifle competi- 
tion and to limit opportunities for 
small business men and other groups. 
As a result of popular agitation 
against the trusts, the federal govern- 
ment was forced to step in and to 
regulate certain business practices. 
In 1890, Congress passed the Sher- 
man Anti-Trust Act, which, in effect, 
outlawed the use of trustee method 
of control. However, in 1893, New 
Jersey amended its corporation law, 
originally adopted in 1888, to provide 


» -2a legal means of accomplishing the 


result prohibited by the Sherman Act. 
Corporations chartered in New Jer- 
sey were permitted to hold stocks of 
other corporations. The general pat- 
tern of consolidations set in Britain 
was adapted by American financiers 
and industrialists, and thereafter most 
of the industrial combinations were 
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organized as holding companies. UI- 
timately, other States passed legisla- 
tion to permit, and often to encour- 
age, this form of combination. Un- 
fortunately, the moving spirit behind 
these early holding companies was 
identical to that of the trusts: monop- 
olistic control. It was merely a 
change in form while the substance 
behind the form remained intact. This 
shift from business trust and voting 
trust to the holding company did, 
however, bring the combination out 
into the open. 

By 1901, the movement towards 
large industrial combinations had 
reached its climax and ceased almost 
entirely in 1903. By this time, it was 
apparent that, as a whole, the trusts 
had not been too successful in meet- 
ing the expectations of their promot- 
ers. The financial scandals, dishon- 
esty and fraud accompanying many 
of their failures added further to the 
doubts as to the economic expediency 
and financial wisdom of industrial 
combinations. In addition, the Su- 
preme Court decision in 1904 in the 
Northern Securities case finally es- 
tablished that without any doubt, the 
holding companies were subject to 
the anti-monopoly legislations and 
that consolidations were not to be 
legalized by mere verbal subterfuge. 

During the period from 1902 to the 
beginning of World War I, the num- 
ber of new industrial combinations 
was insignificant compared with the 
period of 15 years preceding the De- 
pression of 1903. In 1914, the Clay- 
ton Act was passed as an amendment 
to the Sherman Anti-Trust Act of 
1890 to increase its effectiveness. A 
number of unfair business practices 
which would tend to reduce competi- 
tion were forbidden and _ stockhold- 
ings, the effect of which would be 
“substantially to lessen competition or 
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tend to create a monopoly”, were 
specifically prohibited. Since the 
passing of the Clayton Act, the hold- 
ing company has been used primar- 
ily as a method of combining busi- 
ness enterprises which are largely 
non-competing. Due to the increased 
demand for manufactured products, 
the rapidly rising prices and the 
loosening of restrictions on monopoly, 
which developed during World War 
I, a new movement towards combin- 
ing industrial undertakings began in 
1915. These later combinations were 
based upon the principles of effici- 
ency of operations rather than upon 
the suppression of competition. 

Numerous combinations, many of 
which were on a comparatively small 
scale, occurred during the 1920's, 
among automobile manufacturers, 
power companies, banking firms, food 
producers, motion picture makers and 
other businesses, but industrial con- 
solidation was not an outstanding 
feature of the rising tide of business 
activity that culminated in 1929. 

During the Depression years of the 
1930’s there was very little new de- 
velopment in the combination move- 
ment. Financiers and industrialists 
were too much occupied with salvag- 
ing the businesses already in existence 
to be concerned with promoting ex- 
pansion. And in the war years and 
post-war years of the 1940’s there was 
an attitude that the period of adjust- 
ment, which must inevitably follow 
war, would be difficult enough for in- 
dividual businesses without adding 
further complications of large scale 
combinations and _ consolidations. 
However, from 1940 to 1950, the 
number and importance of the utility 
holding companies declined, where- 
as all other forms of holding compan- 
ies increased in number and import- 
ance. 
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Most of the large industrial corp- 
orations, with which we are familiar 
today, are operating holding com- 
panies. Under this form of combina- 
tion, a company can operate its own 
enterprise and at the same time, by 
the corporate ownership of control- 
ling shares, manage the allied corp- 
oration through a board of directors 
of their own choosing. The 1955 edi- 
tion of “Accounting Trends and Tech- 
niques’ prepared by the American In- 
stitute of Accountants shows that in 
1954, 81.4% of the 600 companies in- 
cluded in their annual survey had 
subsidiary companies. Over the 
years, the holding company form of 
combination has been established as 
an integral part of American indus- 
trial activities. 


Development of the Use of 
Consolidated Statements 


UNITED STATES 


Consolidated statements emerged 
as an accounting by-product of the 
development and growth of the com- 
bination movement in the United 
States and were adopted later in Can- 
ada, Great Britain and other parts of 
the world. 

The first. consolidated balance 
sheet issued publicly in the United 
States was circulated by the United 
States Steel Corporation in 1902. As 
senior partner of Price Waterhouse & 
Co., (auditors of the United States 
Steel Corporation ), Sir Arthur Lowes 
Dickinson, perhaps more than any 
other accountant of his time, was in- 
strumental in initiating the movement 
which led to the general use of con- 
solidated accounts by holding com- 
pany groups in the United States. 
The practice, introduced in the Corp- 
oration’s first annual report, and con- 
sistently followed in subsequent re- 
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ports, provided great stimulus to the 
initial stages of recognition of the 
value and use of consolidated state- 
ments. 


Many of the techniques and theor- 
ies developed in his early engage- 
ments with the United States Steel 
Corporation were later incorporated 
by Dickinson in this text “Accounting 
Practice and Procedure”, published in 
1914. The section dealing with the 
accounting for holding companies in- 
cluded many practices and principles 
which are today recognized as funda- 
mental to the concept of consolidated 
statements. 


An editorial in the Journal of Ac- 
countancy, July 1925, provides an in- 
teresting observation on the early 
recognition of the value and use of 
consolidated statements. “Some years 
ago it was frequently necessary for 
accountants to impress upon clients 
the value of a consolidation in finan- 
cial statements in giving shareholders 
in holding companies a general view 
of the effective financial condition of 
the enterprises in which they were in- 
vestors. The reform did not meet 
with immediate acceptance and in 
many cases it was a matter of some 
difficulty to carry conviction to the 
minds of clients. Later, however, 
such bodies as the New York Stock 
Exchange, the Federal Reserve 
Board, and the Ways and Means 
Committee of the House of Repre- 
sentatives became appreciative of the 
value of consolidated accounts and 
of the meagreness of the light afford- 
ed in many cases by purely holding 
company accounts, and the practice 
of consolidation extended rapidly so 
that today the standing of consolidat- 
ed accounts in American finance is 
beyond question.” 


Maurice Moonitz has pointed out 


that “Aside from the holding company 
itself, probably the most important 
factor in shaping the uneven develop- 
ment of the popularity, the form, and 
the content of consolidated state- 
ments, has been the various Federal 
Revenue Acts. Although continuous, 
the intensity of accounting interest in 
the technical development of these 
statements seems to vary almost di- 
rectly with the extent to which con- 
solidated returns are acceptable for 
income tax purposes.” 


During the period from 1917 to 
1939, the taxing authorities’ attitude 
towards consolidated returns was 
somewhat changeable. From 1917 
to 1921 consolidated returns were re- 
quired of affiliated companies, but in 
1921 this was put on an optional 
basis. In 1932 and 1933, companies 
exercising this privilege were re- 
quired to pay a small additional tax. 
In 1934, the right to file consolidated 
returns was withdrawn, except for 
railroads. However, the 1939 Rev- 
enue Code reinstated this privilege 
for purposes of excess profits taxes. 
This was extended in 1942 to include 
income taxes and an additional 2% 
surtax was imposed on all companies 
exercising the privilege of filing con- 
solidated returns. Since that date the 
tax regulations, in this respect, have 
remained substantially unchanged, 
except that the 1954 Revenue Code 
set the stock ownership affiliation test 
for filing consolidated returns at 80% 
rather than 95%. 


Unlike the situation in Great Bri- 
tain, consolidated statements in the 
United States have almost no legal 
status in the sense of being re- 
quired by the corporation laws. Writ- 
ers on this subject have pointed out 
that consolidated statements are al- 
most wholly, though not entirely, out- 
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side the scope of complete legal re- 
cognition and that they are purely an 
accounting creation, in the prepara- 
tion of which the principles of good 
accounting govern, more to the exclu- 
sion of legal principles than in the 
case of any other major accounting 
statement. However, by specific stat- 
utory enactment, consolidated state- 
ments have attained full legal status 
for specific purposes in some juris- 
dictions. In addition, the actions of 
certain governmental and non-gov- 
ernmental agencies have given partial 
or complete recognition to them. For 
example, the California State Corpor- 
ation Law provides that the balance 
sheet of a holding company may be 
either its separate balance sheet or a 
consolidated balance sheet of the 
holding corporation and its subsidiary 
companies. However, if consolidat- 
ed, the balance sheet must be accom- 
panied by a separate balance sheet of 
the holding company. 

In more recent years, the Securities 
and Exchange Commission and the 
various local Stock Exchanges have 
played an important role in the final 
stage of the general acceptance and 
use of consolidated statements as an 
effective medium of financial report- 
ing. The New York Stock Exchange, 
for example, has made the following 
provision a part of its listing require- 
ments: “The corporation will publish 
at least once a year... . a balance 
sheet as of the end of such fiscal 
year, and a surplus and income 
statement for such fiscal year of the 
corporation as a separate corporate 
entity and of each corporation in 
which it holds directly or indirectly 
a majority of the equity stock; or, in 
lieu thereof, eliminating all intercom- 
pany transactions, a consolidated 
balance sheet of the corporation and 
its subsidiaries . . . ., and a consoli- 
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dated surplus statement and a con- 
solidated income statement.” The 
Securities and Exchange Commission 
was given, among other things, the 
right to require consolidated state- 
ments, where the Commission deem- 
ed it necessary or desirable. Today, 
this Commission generally requires 
that the registration reports and an- 
nual statements which are filed with 
it by holding companies be prepared 
on a consolidated basis taking into 
account all subsidiaries which by 
definition are deemed to be signifi- 
cant. In addition it has set out speci- 
fic rules regulating the form in which 
the financial information is to be pre- 
sented. 


Supplementary statement No. 7, 
“Consolidated Financial Statements”, 
released by the 1954 Committee on 
Accounting Concepts and Standards 
of the American Accounting Associa- 
tion, included the following observa- 
tion: “During the past half century, 
consolidated statements have consti- 
tuted an increasing proportion of the 
published financial reports of Ameri- 
can corporations. Furthermore, the 
tendency to present consolidated 
statements alone, unaccompanied by 
the separate statements of constituent 
companies, has increased. These 
trends strongly imply that the consoli- 
dated statements are more useful than 
separate statements, and may now be 
primary rather than secondary or sup- 
plemental.” 


GreAT BRITAIN 

In England, the recognition of the 
value of consolidated statements was 
more gradual than in the United 
States. The first fully consolidated 


report was not published until 1934 
(Dunlop Rubber Co. Ltd.), although 
partially consolidated statements had 
been released prior to that time. 
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One of the most outstanding con- 
tributions to the study and develop- 
ment of the use of consolidated state- 
ments was made by Sir Gilbert Garn- 
sey, who was the first to express pub- 
licly in Great Britain the principles 
applicable to this type of accounts. 
In 1922, he made British accounting 
history by the publication of his pa- 
per on “Holding Companies and 
Their Published Accounts” in which 
he explained the need for documents 
such as consolidated accounts to sup- 
plement the separate accounts of the 
parent company. At that time, how- 
ever, consolidated accounts did not 
have general acceptance in Great Bri- 
tain and the idea was somewhat 
novel to the businessmen of that 
country. But with time, the methods 
advocated by Garnsey won recog- 
nition as representing best practices 
and have now been given statutory 
sanction in the Companies Act, 1948. 


T. B. Robson has pointed out that 
there have been three important 
stages in the development and con- 
solidated statements in Great Britain. 
The first of these was in 19389 when 
the Committee of the London Stock 
Exchange announced that, where per- 
mission was sought to deal in the 
shares of a holding company, a guar- 
antee would be required that a con- 
solidated balance sheet and profit and 
loss account would be circulated in 
the future to the shareholders. Un- 
fortunately, since there were very few 
new issues of capital stock during 
World War II, this pronouncement 
did not have the immediate effects 
that it would have had under normal 
circumstances. But at any rate, the 
initiative had been taken. 


This was followed in 1944 by a 
formal recommendation issued by the 
Council of the Institute of Chartered 
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Accountants in England and Wales 
dealing with the disclosure of the fi- 
nancial position and results of sub- 
sidiaries in the accounts of holding 
companies. This recommendation 
pointed out that “Where a company 
holds a direct or indirect controlling 
interest in another company or com- 
panies (referred to in this memoran- 
dum as ‘subsidiary undertakings’), a 
true appreciation of the financial po- 
sition and the trend of results of the 
group as a whole can be made only if 
the accounts of the holding company, 
as a separate legal entity, take into 
account or are supplemented by in- 
formation as to the financial position 
and results of the subsidiary under- 
takings.” In commenting on this pro- 
nouncement, the leading article in 
The Accountant, February 12, 1944, 
stated “Like all its predecessors, the 
present recommendation is advisory 
only and does no more than support 
advice which may be given to direc- 
tors when considering the exercise of 
their discretion in the matter of ac- 
counting publication. Within these 
limits, however, the lead now given 
is clear and uncompromising. The 
Council, in short, regards consolida- 
tion as a necessary concomitant to 
the published accounts of a holding 
company.” 

The final stage of development was 
precipitated in 1945 when the report 
of Mr. (later Lord) Justice Cohen’s 
Committee on Company Law Amend- 
ment ‘included recommendations that 
the publication of consolidated ac- 
counts or similar statements to sup- 
plement the accounts of the holding 
company should be made a statutory 
obligation. This led to the inclusion 


in the Companies Act, 1947 and in 
the consolidating Companies Act, 
1948, which is still in force, of pro- 
visions requiring the submission of 
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group accounts. It should be noted 
that the term “group accounts” used 
in Great Britain “includes all forms, 
whether consolidated or otherwise, of 
accounting statements which show 
the position and earnings of the group 
from the standpoint of the sharehold- 
ers in the holding company”. (T. B. 
Robson, “Consolidated and Other 
Group Accounts”, page 8). These ac- 
counts may take the form of one or 
several sets of consolidated state- 
ments or a set consisting of the fi- 
nancial statements of each company 
in the group. 

The group accounts required by 
the Companies Act, 1948 are in addi- 
tion to the holding company’s own 
balance sheet and profit and loss ac- 
count. However, the holding com- 
pany need not publish its own profit 
and loss account if full disclosure is 
made of how much of the consolidat- 
ed profit or loss for the year is dealt 
with in the accounts of the holding 
company. Although other forms are 
legally permissible, W. W. Bigg has 
pointed out that “In the large major- 
ity of cases the group accounts take 
the form of consolidated accounts, in 
which the whole group is regarded as 
one undertaking, and the whole of 
the assets and liabilities of all the 
companies in the group are incorpor- 
ated in one balance sheet. Similar- 
ly, the income and expenditure of all 
companies are combined in one profit 
and loss account.” 


CANADA 

As in many other fields of ac- 
counting, the development of the use 
of consolidated statements in Canada 
has been influenced to a great extent 
by the progress made in the United 
States. The presentation of annual 
financial statements on a consolidated 
basis has become well established in 
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Canada as one of the basic principles 
of effective financial reporting. In 
the 1949 survey of annual reports of 
Canadian companies, 53% of the com- 
panies holding control of the majority 
of the voting stock of other com- 
panies prepared their annual financial 
statements on the basis of consolidat- 
ing all subsidiary companies. An 
additional 29% consolidated only some 
of the subsidiaries and the remaining 
18% presented only the financial state- 
ments of the holding company itself. 
By 1954 these had increased to 62% 
consolidating all subsidiaries, 22% in- 
cluding only some subsidiaries in the 
consolidation and 16% not presenting 
consolidated statements. 


Although consolidated returns were 
permitted for some time by the Can- 
adian tax laws, this practice is no 
longer permitted. 


The Companies Act, 1934 (Can- 
ada) and the 1952 revision thereof 
contain provisions respecting the 
presentation of the accounts of a 
holding company and _ information 
concerning its subsidiaries. Under 
these provisions, holding companies 
may present their annual financial 
statements on a consolidated basis. 
However, if this procedure is not 
adopted or if any one or more sub- 
sidiaries are excluded from the con- 
solidation certain information con- 
cerning the treatment of profits or 
losses must be annexed to the finan- 
cial statements. 


The Committee on the Canadian 
Companies Act of the Canadian In- 
stitute of Chartered Accountants 
made specific recommendations as 
to the amendments of the provi- 
sions related to the contents and 
presentation of the financial state- 
ments of holding companies. The re- 
port of this committee released in 
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February 1953 included the explana- 
tion of the reasoning behind their 
suggestions in this respect: “The pro- 
visions respecting the presentation of 
the accounts of a holding company 
and information concerning its sub- 
sidiaries as presently set out in s. 114 
of the Companies Act [s. 118 of the 
1952 Revision] do not, in our opinion, 
assure adequate disclosure. 

“Undoubtedly consolidation of the 
financial statements of all subsidiaries 
with those of the holding company 
will in the great majority of cases 
give the shareholders in the holding 
company the fairest picture of their 
investment, but this is not inevitably 
the case. It may not do so, for ex- 
ample, where the operations of a sub- 
sidiary company differ in nature from 
those of the other company or com- 
panies in the group, or where the 
control acquired by the holding com- 
pany is through a majority ownership 
of equity stock subject to large issues 
of bonds, debentures or preferred 
shares, or where foreign exchange re- 
strictions significantly affect the avail- 
ability of the subsidiary’s assets. We 
believe that in such cases as these 
the shareholders may receive a fairer 
picture of their investment in the 
holding company if the accounts are 
not consolidated. 


“For the above reasons we do not 
think the Act should impose a manda- 
tory requirement for the consolidation 
of the accounts of subsidiary com- 
panies with those of the holding com- 
pany. At the same time, we feel that 
where the accounts of one or more 
subsidiaries are not consolidated, the 
shareholders of the holding company 
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are entitled to know the directors 
reasons fer not consolidating them 
and also to receive adequate informa- 
tion concerning the financial position 
and operations of such subsidiary or 
subsidiaries.” 

Ontario, Ly reason of the Corpora- 
tions Act, 1953, has established a pre- 
cedent in corporation statutes which 
should be influential in promoting 
similar enactments. The provisions 
relating to holding companies are 
generally along the lines of the re- 
commendations included in the report 
of the C.I.C.A. Committee. They im- 
pose specific obligations for disclosure 
of adequate information concerning 
the financial position and operations 
of subsidiaries not included in the 
financial statements of the holding 
company. In addition, there must be 
an explanation of why the assets and 
liabilities and income and expenses of 
such subsidiary or subsidiaries have 
not been included. 

The various provincial Securities 
Commissions have adopted rules and 
regulations somewhat along the lines 
of those in force in the United States. 
The Ontario Securities Commission, 
for example, requires that the pros- 
pectuses filed with them relating to 
the issue of shares by a holding com- 
pany must include financial state- 
ments prepared on a_ consolidated 
basis “unless the Commission other- 
wise directs”. 


(This discussion will be followed by 
a consideration of the basic principles 
of consolidated statements and some 
of the problems they pose.) 
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BY GEOFFREY H. WARD, C.A. 


Practitioners Forum 





OFFICE ACCOMMODATION 


Proper working accommodation is 
just as important in the office as in 
the factory. Here are some thoughts 
on the office accommodation and 
equipment required by public ac- 
countants. Some of this material has 
been taken from the column “Office 
and Staff Management” conducted by 
Max Block, C.P.A. and published in 
the New York Certified Public Ac- 
countant, March 1955. 

Let us assume we are equipping 
the office of a newly established prac- 
titioner in a town of 15,000, or open- 
ing a new branch in a modest way. 
We contemplate having the following 
staff: one partner, three students, one 
typist, and perhaps one _ part-time 
helper during the peak season. Thus 
accommodation for six is required. 


Location 

Though ideal space may not be 
available, let us consider what would 
be best. The area or building should 
be appropriate for a_ professional 
office and one’s neighbours should 
have a professional flavour. Space in 
a “good” office building, a suite of 
offices on the second floor above a 
bank, or accommodation next to a 
firm of lawyers would be acceptable. 
Both the latter situations have ob- 
vious advantages. Other considera- 
tions in choice of office would be con- 
dition of building, whether it was 
sound-proofed and _ air-conditioned, 
available parking area and general 
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convenience of access for staff and 
clients. 
Approximately 600 square feet will 
be required, viz: 
For partner 100 to 150 sq. ft. 
For stenographer 100 to 150 “ “ 
For staff 300 to 400 * 


500 700 

Additional space may also be de- 
sired for a separate waiting room for 
visitors. The long term benefits of 
being in the right location make it 
worthwhile moving to the best place 
when the opportunity comes. 

Excellent lighting should be ar- 
ranged for all rooms. Proper colour- 
ing of the wall paint is also im- 
portant. The walls should be of a 
subdued shade that will disperse light 
effectively. 


Three Areas 

Three basic work areas are con- 
sidered essential. The first is a private 
office for the partner so that he may 
confer with staff and clients without 
interruption. The second is a separate 
room for the secretary, so that she 
may work undisturbed by the audit 
staff and be able to deal with con- 
fidential matters, and so that the noise 
of the typewriter and the telephone 
will not disturb others. The third is a 
larger room for the audit staff and 
the temporary help. Now let us deal 
with each in turn. 


Partner's office: The partner's office 
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will require a desk and a chair, some 
space on which working papers may 
be placed until they receive attention, 
a filing cabinet for confidential mat- 
ters, a bookcase, telephone, two addi- 
tional chairs for visitors, clock, fan, 
pictures on the walls, space for dictat- 
ing machine and facilities for hanging 
up coats. The room might be sound- 
proofed by carpeting and acoustic 
tile, and an air conditioning unit in- 
stalled. These extras should increase 
the partner’s efficiency and productiv- 
ity as well as add to his comfort and 
prestige. 


Secretary's office: The secretary’s 
office will need a desk, typewriter 
and chair, storage space for station- 
ery, telephone, “line-a-time”, space 
for the dictating machine and for her 
hat and coat. It may be preferable to 
have the duplicating equipment and 
microfilming or photocopying ma- 
chines in the same room as the typist. 
Also confidential files may be kept 
here rather than in the partner's 
office. 


Staff office: The staff room will re- 
quire four tables, filing cabinets for 
working papers, space for stationery 
and forms, telephone, wardrobe rack, 
notice board, mailbox, adding ma- 
chine, calculating machine and book- 
case. Preferably there should be a 
table for each staff member. While 
they will seldom all be in the office 
at once, this may happen. Having 
one’s own table gives a staff a sense 
of belonging as well as a place to 
store work currently in progress. In 
the staff room tables are preferable 
to desks as desks tend to become stor- 
age vaults for files. The tables can 
be arranged in file form so as to dis- 
courage idle conversation. If each 
member of the staff does not have his 
own table, he should be allocated 
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space in a filing cabinet where his 
messages and correspondence on 
audit work may be placed and where 
he may store books and papers being 
worked on. Some accountants prefer 
to have the tables and desks cleared 
each night. 


Equipment 

Now let us deal with items of 
special interest to accountants. 

Adding machines: An electric ma- 
chine would be the usual choice. 
An additional hand-operated machine 
may be needed for taking out on jobs. 
Alternatively, purchase of a printing 
calculator which combines an electric 
adding machine with a calculator is 
less costly than buying a calculator 
and adder separately. 

Dictating machine: A _ dictating 
machine is fairly essential. While it 
would be used mainly by the partner, 
the audit senior might also employ it 
for drafting reports and letters. 

Filing cabinets: The purchase of 
five drawer filing cabinets would 
seem to be more efficient in the long 
run since the reduction in floor space 
would provide a real saving in high 
rental areas. As the top drawer is 
rather high to reach, relatively in- 
active material can be filed there. 

Providing fire-proof storage for 
working papers, clients’ records and 
confidential matters requires serious 
consideration. If a fireproof vault is 
available in the building, the solution 
is easy. Otherwise fireproof filing 
cabinets could be used. However, 
they are expensive. 

Forms: For keeping supplies of 
forms and stationery a special file can 
be built of plywood, with shelves 
about two inches apart. Each form 
then has its own shelf. A sheet of 
cardboard placed on top of each pile 
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protects it from dust. A special red 
sheet inserted near the bottom of 
each pile indicates when a new sup- 
ply should be obtained. On the 
other hand, space in filing cabinets 
or cupboards may be used. 

Storage facilities: Steel transfer 
filing cabinets, which are not ex- 
pensive, could be used. Space out- 
side the office could be rented at 
lower cost than office space. 

Telephone: In order to permit un- 
disturbed conversations, it is advis- 
able to have three extensions, one in 
each room and perhaps two outside 
lines. 

Typewriters: An electric machine 
is fairly essential for regular use. An- 
other spare one, which need not be 
electric, is also essential for peak 
periods when a temporary typist is 
employed. 

Miscellany: Staplers, three-hole 
punch and eyeletter for binding state- 
ments are needed. All desks should 
be provided with regular gadgets and 
conveniences such as waste baskets, 
ash trays, and supplies of pencils, 
clips and erasers. 

Optional items: Extras are photo- 
copy machine or microfilm unit, and 
the air-conditioner. 

Sound-proofing, especially around 
the noisy equipment, is also desirable. 
The need for duplicating equipment 
will depend upon the number of 
statements for which more than 10 or 
12 copies are required. 


An Actual Case 

So much for the theory of office ac- 
commodation. Now an actual case 
history has been told this department 
by A. F. MacLaren of Barrie, On- 
tario. Of particular interest is his 


firm’s decision to buy its own build- 
ing. 
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“In 1951, faced with the need of 
additional room, we decided to ac- 
quire a building. This building was 
built about 1875 as a stable, then 
made into a residence. Located a 
block from the banks and _ business 
section, around the corner from the 
legal offices and across from the post 
office, it is on the second main busi- 
ness street of the town. 

“Complete renovations were re- 
quired inside. (The building is ap- 
proximately 18’ x 28’ and of brick 
construction. ) 

‘The first floor was paneled and 
glass partitions and a sound-absorb- 
ing ceiling were erected. There are 
now two offices approximately 10’ x 
10’ for the partners. The third of- 
fice 10’ x 16’ is for typing, machine 
accounting, microfilming, storage of 
stationery and assembling the finished 
statements. It also serves as a wait- 
ing room when required. 

“The second floor has four offices— 
Th’ x TH, 6 x 7, 10° x 14 and 
10’ x 12’. One of these is rented by 
the district office of an accounting 
forms manufacturer. One is allotted 
to our bookkeeping department, the 
small room to the senior auditor and 
the remaining room for the rest of the 
staff. 

“The basement contains a fireproof 
vault 7’ x 14’, an oil furnace and a 
washroom. From the basement it is 
possible to go directly into the gar- 
age. 

“Our office equipment is as follows: 
. Large tables in place of desks. 

. Electric typewriter. 

. Non-electric typewriter (spare). 

. Dictaphone. 

One hand-operated and two elec- 
tric adding machines. 

. Calculator. 

. Electric accounting machine. 
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8. Microfilm unit. 

9. One telephone line with four ex- 
tensions (the tenant’s phone may 
be answered by our secretary ). 


“In the smaller centres there is not 
the same degree of uniformity in 
rents, as there are no buildings con- 
structed primarily for office use. 
Rents vary from $1.75 to $2.25 per 
foot. 

“This building has given us 
1. Work areas arranged to suit our 

own tastes and requirements. 


to 


. Room to move about and a con- 
sequent easing of the tension dur- 
ing pressure periods. 

3. Peace of mind and a feeling of 

permanence. 
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4. An operating cost for heat, light, 
taxes, insurance, repairs, janitor ser- 
vice (but no depreciation or mort- 
gage interest) of approximately 
$1.00 per year per square foot of 
office space used. 

5. An equity in a tangible asset pro- 
tected against the process of con- 
tinued inflation. Situated in an 
expanding area the property has 
appreciated in value much more 
than it has actually depreciated. 
“While the building has never op- 

erated at a profit because of the 
heavy debt and depreciation charges, 
it is a very satisfying feeling to pur- 
chase a few bricks each month rather 
than put a few gold bricks into the 
landlord’s pocket.” 


ACCOUNTING FOR FEES 


Iowa Surveys Firm Practices 


“Sixty-nine of Iowa’s individual practitioners and accounting firms re- 
vealed their methods of operation recently in a survey conducted by the 


Iowa Society of CPAs. 
“Some of the Iowa results: 


L 
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Sixty-two of the 69 carry a work-in-process ledger or cost record of 
work done for clients. Of these, 24 post time and billing amount to 
clients; 23 post time only; 11 post at a standard hourly rate; three 
post salary only; and one posts hourly rates, direct expenses and 
billing. 

Percentage of dollar billing averages: 77% on a per diem or hourly 
basis, and 23% on a flat-fee basis. 

Forty of the 69 use a daily rate in billing. 

Sixty-three bill clients at completion of the engagement. 

The work week varies from a 40-hour week (used by 37 practitioners 
and firms) to a 60-hour week (used by one). During the busy 

season, 29 show more than 55 hours; 25 show 50-55 hours; eight 

show less than 50 hours per week. 

Fifty-nine of those replying perform some bookkeeping services, ob- 
taining nearly 15% of their gross fees from this work.” 


—The Journal of Accountancy, June 1954. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 





RESERVES FOR RETURNS 


The Supreme Court of Canada has 
recently handed down a significant 
decision on the question of “reserves” 
which should be of considerable in- 
terest to the accounting profession. 
Readers may recall the disconcerting 
effect of the decision of the Ex- 
chequer Court in this case almost 
four years ago when Mr. Justice Cam- 
eron reversed the prior judgment of 
Mr. Monet in the Income Tax Ap- 
peal Board. Mr. Justice Cameron's 
judgment has now been reversed by 
the Supreme Court of Canada, four 
Judges to one, in Sinnott News Co. 
v. MNR. Inasmuch as this dispute 
was concerned with assessments for 
the 1945 and 1946 taxation years the 
statute involved was of course the 
Income War Tax Act, the relevant 
provisions of which have since been 
amended by the introduction in 1952 
of new provisions on “Reserves”. Ac- 
cordingly the appraisal of the Su- 
preme Court's decision in the light of 
the existing law requires careful an- 
alysis. 

The appellant, Sinnott News Co. of 
Toronto, was a wholesale distributor 
of some 450 publications to about 
2500 retailers throughout Ontario. It 
obtained the periodicals from various 
publishers on consignment for distri- 
bution to retailers and distributed 
them to its retailers thrice weekly on 
the understanding that any of them 
not sold by a retailer within specified 
time limits (varying with different 
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publications) could be returned to 
appellant, and the amount charged 
therefor in the statement furnished at 
the time of delivery would be credit- 
ed in full to the retailer. It will per- 
haps suffice to say without further 
elaboration of the facts that in all 
three tribunals before which this case 
was heard it was held that the trans- 
actions between the appellant and its 
retailers were not outright sales but 
rather deliveries “on sale or return”, 
and therefore, under s. 19, rule 4 of 
the Ontario Sale of Goods Act, that 
the property in the periodicals did 
not pass to the retailers until they 
themselves sold the periodicals or the 
time fixed for returning unsold peri- 
odicals had expired. 


Before 1945 appellant in its tax 
returns for each year had always in- 
cluded as accounts receivable the 
amounts due from retailers for all 
publications delivered to them during 
each year as above described not- 
withstanding that some of the peri- 
odicals would be returned in the sub- 
sequent fiscal year and the price 
charged therefor credited back to the 
retailers. In 1945, however, wartime 
paper controls were removed and the 
company’s volume of sales increased 
substantially as did retailers’ returns. 
Thus at appellant's 1945 year-end 
there were periodicals to the value of 
$65,000 outstanding in retailers’ hands 
on a “sale or return” basis, and ap- 
pellant’s experience indicated that 
credit would have to be given to re- 
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tailers to the amount of $11,575 for 
publications returned in appellant’s 
succeeding fiscal year. Appellant ac- 
cordingly set up in its account for 
1945 a “reserve for loss on returns” of 
$11,575. Then the fun began. 


The Minister disallowed the deduc- 
tion on the ground that it was a re- 
serve the deduction of which is pro- 
hibited by s. 6(1)(d) of the Income 
War Tax Act. However, in the In- 
come Tax Appeal Board Mr. Monet 
allowed the company’s appeal on the 
ground that appellant made no profit 
on goods which it merely delivered 
but did not sell, and that until the 
periodicals in question were sold by 
the retailers there was no profit to 
appellant. 


In the Exchequer Court, however, 
the Minister was successful. There 
Mr. Justice Cameron held that be- 
cause (1) appellant failed to keep an 
inventory of periodicals delivered 
and (2) billed for periodicals imme- 
diately upon delivery, it must be 
found that the periodicals were sold 
either at the time of delivery or when 
payment was made for them, and that 
the full price of the periodicals sold 
must be included in computing ap- 
pellant’s income without the allow- 
ance of any “reserve” for expected 
returns. 


On further appeal to the Supreme 
Court of Canada the Chief Justice of 
Canada agreed with Mr. Justice Cam- 
eron, but the other four members of 
the Court were of another opinion. 
Three of their Lordships (Locke, 
Cartwright and Fauteux JJ.) held 
that the transactions between appel- 
lant and its retailers were not out- 
right sales but deliveries “on sale or 
return” whilst Kellock J. was of 
opinion that the transactions were 
outright sales. In the view of the ma- 


jority the decisive circumstance was 
that appellant could not have suc- 
ceeded in an action for the price of 
goods delivered to retailers before 
the latter had elected to exercise or 
reject their option to buy the periodi- 
cals delivered to them or return them 
within the time limited. In the view 
of Kellock J., on the other hand, the 
evidence (which it is not necessary 
to set out here) satisfied him that the 
appellant treated the deliveries as 
actual sales, and concluded that they 
must be held to have that effect in 
law. Oddly enough, in spite of this 
difference between the four above 
members of the Court upon the na- 
ture of the transactions they were 
unanimous that the appeal of the 
company must be allowed. 

The conclusion of the majority that 
appellant was entitled to succeed was 
the inevitable consequence of. their 
view that the transactions between 
appellant and its retailers were not 
sales but merely deliveries. Appel- 
lant was not required, they held, to 
insert in its annual accounts any 
amount in respect of periodicals de- 
livered to retailers but for which the 
latter were not liable to pay appel- 
lant at appellant’s year-end. But in 
directing the deduction of the latter 
amount from appellant’s total of sales 
for the year they also held that the 
purchase price of the above periodi- 
cals, viz., the amount payable there- 
for by appellant to the publishers, 
must likewise be deducted. In effect, 
the majority holds, goods delivered 
but not sold in the course of trade are 
not to be taken into account for tax 
purposes in the year of delivery but 
only in the year of sale. 

Mr. Justice Kellock arrived at the 
same result but by a different route. 
As mentioned above, in the opinion 
of that learned Judge the transac- 
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tions under review were actual sales, 
that is, there was a transfer of title 
as well as of possession at the time of 
delivery of the periodicals by appel- 
lant to its retailers. Nevertheless, 
Kellock J. held, this did not conclude 
the matter, for the sale was subject 
to a condition subsequent, namely, 
the retailers’ right to return the peri- 
odicals to appellant, and, if they did 
so, the property in the returned 
periodicals automatically revested in 
appellant. It followed, held His 
Lordship, that while appellant was 
not entitled under the Income War 
Tax Act to set up a reserve for the 
profit element in the sale value of 
periodicals which it estimated would 
be returned to it during the first three 
months of the succeeding fiscal year, 
it was entitled in its income tax re- 
turns to deduct the estimated sales 
value of such periodicals subject, 
however, when the actual figure was 
ascertained at the end of the three 
months’ period, to adjustment in the 
vear in which such returns were 
made. 

The difference between Mr. Justice 
Kellock and the majority Judges is 
upon the question whether or not the 
deliveries by appellant to its retailers 
were outright sales or not, the major- 
ity holding that they were sales sub- 
ject to a condition subsequent for the 
revesting of the property in the 
vendor. 

The question remains as to the ef- 
fect upon this decision of recent 
changes in the Income Tax Act. The 
answer is that the decision is unaf- 
fected by the provisions of the In- 
come Tax Act enacted in 1952 re- 
specting special reserves. The 1952 


amendments declare, inter alia, that 
cash received though not earned in a 
taxation year must be taken into ac- 
count for tax purposes in the year 
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of receipt, and that amounts receiv- 
able in respect of property sold or 
services rendered must be taken into 
account in the year the property is 
sold or the service rendered. In the 
case we are concerned with, the basis 
of the majority judgment is that the 
periodicals were not sold at the time 
of delivery, and accordingly the 1952 
amendments do not require that the 
accounts receivable in respect of 
those periodicals be brought into in- 
come in the year of delivery. Mr. 
Justice Kellock, however, took the 
view that there was a sale at the time 
of delivery, which sale was, however, 
subject to a condition subsequent un- 
der which the property in the peri- 
odicals would automatically revest in 
the vendor. Applying the 1952 
amendments to that view of the situa- 
tion, the appellant could not succeed 
today in a similar appeal from an 
assessment for a taxation year affect- 
ed by the 1952 amendments. Under 
the express language of the law (s. 
85B(1)(b)), every amount receiv- 
able in respect of property sold shall 
be included in computing the income 
of the taxpayer for the year of sale. 
Mr. Justice Kellock’s view did not, 
however, prevail on this question: on 
the view taken by the majority of 
the Supreme Court the 1952 amend- 
ments are without effect on their de- 
cision. 

To accountants and businessmen 
this decision, satisfactory as its result 
undoubtedly is, must be somewhat 
baffling. From the business point of 
view the issue presented could not 
have been simpler. In 1945 the ap- 
pellant furnished periodicals to its 
retailers for which payment was to be 
made in 1946. The full price pay- 
able for those periodicals was some 
$65,000, but it was a known fact that 
periodicals to the face amount of ap- 
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proximately $11,575 would be re- 
turned and only the remainder paid 
for. The accounting question: what 
amount should be taken into appel- 
lant’s 1945 income in respect of those 
periodicals, having regard to all con- 
siderations, has a very ready answer: 
$65,000 less $11,575. Considerations 
of expense and practical convenience 
aside, an equally satisfactory answer 
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might be that nothing should be 
taken into income until 1946 when 
the transaction was completed. But 
from a business point of view that is 
an impracticable solution, resting as 
it does upon the ascertainment of the 
right answer to a question of law to 
which five Judges of Canada’s high- 
est Court furnished three different an- 
swers. 


THE ANTIQUITY OF AUDITING 
Ancient Egypt, long before the advent of money, had devised means of 


preventing losses through peculation. 


When, for example, corn was de- 


livered to the granaries of the Pharaohs, the sacks were filled under the eye 


of an overseer, who made a note on papyrus. 


A second official saw the 


sacks into the storehouse, and made his own record. The simple expedient 
was adopted of making one man check the work of another. 


The Greeks, with their more highly-developed system of accounting, in- 


augurated the auditing of public accounts by skilled “checking clerks”. Rome, 
even in the days of the Republic, kept a close watch on the accounts of 
officials whose duties included the handling of cash. Medieval Italy, which 
was to develop double-entry bookkeeping, was no less vigilant, and audits 
in England may be traced back to the twelfth century. 

—From an article by R. Robert, A.C.I.S. in The Accountant, May 19, 1956. 
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BY PETER C. BRIANT, B.COM., C.A, 


Current Reading 


Assistant Professor, 
McGill University 





MAGAZINE ARTICLES 


ACCOUNTING 

“Pric—E LEVEL CHANGES AND FINAN- 
CIAL STATEMENTS,” by Perry Mason, 
published by the American Account- 
ing Association, 1956, pp. 28 

This pamphlet is stated to be one 
of a series prepared in connection 
with a research project which has as 
its object the recasting of convention- 
al accounting figures in terms of dol- 
lars of constant purchasing power. 

Professor Mason’s statement com- 
mences with a discussion of the gen- 
eral nature of price levels and of in- 
dex numbers, and indicates the effect 
of inflation and deflation upon in- 
dividuals and business enterprises. In 
the remainder of the report the tech- 
nique of converting financial state- 
ments in terms of constant dollars is 
demonstrated. 

It is recommended that anyone in- 
terested in the problem of accounting 
in an age of inflation, but unfamiliar 
with the nature of the problem or the 
methods of adjustment, should read 
Professor Mason’s monograph before 
studying others in the series. 

Copies may be obtained from the 
American Accounting Association. 


AUDITING 
“Tue AupiT OF A PuNcHED Carp Ac- 
COUNTING INSTALLATION,” by Ray L. 
Holland. The Internal Auditor, 
March 1956, pp. 20-25 

The auditor does not need to know 
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how punched card equipment works 
any more than he needs to know how 
an adding machine works, states Mr. 
Holland, an accounting practitioner. 
He does emphasize, however, that a 
basic understanding of the functions 
of the equipment used and _ careful 
planning in advance are essential, if 
the auditor is to take full advantage 
of the fact that mechanized proced- 
ures may facilitate audit work and in- 
crease its effectiveness. 

The possible errors that can occur 
are listed: punched card equipment 
will act only on the basis of specific 
instructions; the machines can be 
manipulated; inaccuracies in output 
data can arise from mistakes in the 
basic source data, from incorrect cod- 
ing, and from incorrect key punching. 
In the light of these weaknesses, the 
author recommends that the auditor 
should review carefully the controls 
maintained to acquaint himself with 
the points in the procedures where 
errors would most likely occur. 

Mr. Holland raises many other 
points, all of great significance in 
these days when data-processing is 
being increasingly accomplished by 
machine. 


BUSINESS 
“THE ELECTION AND Business ACTIVvI- 
ty’ — Reported. The Controller, May 
1956, pp. 228 

An address by Dr. Marcus Nadler 
of New York University on the prob- 
able economic effects of the forth- 





76 THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1956 


coming presidential election is re- 
ported. 

In the short-run, Dr. Nadler fore- 
sees some temporary psychological 
effects on security markets and busi- 
ness activity. In the long-run, how- 
ever, he does not think the economy 
will be unduly influenced by the out- 
come of the election, citing similari- 
ties in the economic philosophies of 
both parties and pointing to the 
strength of broad, underlying forces 
in the economy to support his conten- 
tion. 


EDUCATION 


“SHOULD HomMeEework Count 1N DeE- 
TERMINING GRraApDEs?” by _ Frances 
Clark and Dennis Gordon. Collegiate 
News and Views, May 1956 

It is hard to believe that account- 
ing students anywhere should need 
to be provided with an incentive to 
do their homework, other than the 
satisfaction normally derived from a 
job well done. Yet Messrs. Clark and 
Gordon report that of 67 professors 
replying to a questionnaire on this 
subject, 19 placed themselves on rec- 
ord as being in favour of giving 
weight to home assignments in deter- 
mining the final grade in accounting 
courses. 

One man apparently believes that 
a failure to give credit for homework 
is unfair to the students and over- 
looks “the essential psychological in- 
centive” of high pay for good per- 
formance. This is just the kind of 
juvenile pampering that will produce 
good mechanistic, well-drilled book- 
keepers, but it should certainly play 
no part in the training of professional 
accountants. If the students are not 


sufficiently stimulated by their course 
material, then there is surely some- 
thing wrong either with the course or 


with the students. In both cases, the 
trouble could be remedied expedi- 
tiously. 

In these days, when professional 
accounting demands men liberally en- 
dowed with creative imagination and 
initiative, it is fortunate, to say the 
least, that some of the men surveyed 
point out that accounting problem as- 
signments are comparable to reading 
a page of history or sociology. No- 
body would consider awarding final 
grade marks merely for outside read- 
ing, and neither should one for ac- 
counting problems. 


FINANCE 


“Eguiry CapiraAL FOR SMALL Busi- 
NESS CORPORATIONS,” prepared by the 
Small Business Committee, Invest- 
ment Bankers Ass ~‘ation of America, 
August 1955, pp. — | 25c 

This little booklet is designed to 
show how the investment dealer may 
help the small business corporation 
seeking equity capital. There are six 
sections covering the following top- 
ics: definition of equity capital; ad- 
vantages of using outside equity cap- 
ital; disadvantages of using outside 
equity capital; sources of equity 
capital for the small business corpora- 
tion; how the small business should 
approach the problem; and general 
recommendations. 

Dealing as it does with fundamen- 
tal financial principles, there is noth- 
ing in the material that should not al- 
ready be thoroughly familiar territory 
to the accounting practitioner. But it 
should be a valuable addition to the 
student’s library. It would also be use- 
ful for practitioners to give to those 
of their clients who fall within the 
small business category — sales of 
$1,000,000 or less. 

Orders should be addressed to the 
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Investment Bankers Association of 
America, 425 18th St. N.W., Wash- 
ington 4, D.C. 


“THe Stock MARKET IN PERSPECTIVE, 
by J. Fred Weston. Harvard Busi- 
ness Review, March-April 1956, pp. 
71-80 

Testifying before a U.S. Senate 
Committee in 1955, economist G. K. 
Galbraith asserted that stock prices 
were once again at levels which 
might result in declines of the mag- 
nitude of those that occurred from 
1929-1932. The author of this article 
contends, on the other hand, that be- 
cause present market prices are above 
1929 levels there is no reason to be- 
lieve that a decline must inevitably 
take place. A significant relationship 
is shown to exist between gross na- 
tional product and the total value of 
stock prices. On this basis current 
stock prices do not appear to be ex- 
cessively high in terms of long-run 
secular growth patterns. 

A great deal of the apprehension 
over the stability of the market ap- 
pears to Professor Weston to stem 
from a confusion of cyclical and secu- 
lar movements in stock prices. Data 
projected for the next 20 years indi- 
cates, for instance, that temporary 
cyclical downturns in stock prices will 
be offset by a strong and continuous 
upwards secular trend. 

This article is well documented and 
illustrated with tables and graphs, 
one of which does reveal clearly that 
the present level of stock prices is 
slightly above normal, having in fact 
reached the level that would have 
been expected by 1960. It is thus 


possible to conclude that investors in 
1955 have discounted all the growth 
that is likely to take place until 1960. 
By 1965, Professor Weston predicts 
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that corporate demand for outside 
equity capital will be almost four 
times the present annual rate. The 
outlook for the future may therefore 
be summed up as one of generally in- 
creasing stock market prices to a level 
of 490.5 by 1975, on the basis of 
Standard and Poor’s Industrial Index. 


PROFESSIONAL 


“Towarps RaIsING THE SIGHTS OF THE 
ProreEssion, by William L. Camp- 
field. The Illinois C.P.A., Spring 
1956, pp. 3-10 

Dr. Campfield is one of that grow- 
ing body of accountants who, in the 
world’s four corners, are constantly 
exhorting their fellow practitioners to 
keep pace with the accounting revo- 
lution that is operating concurrently 
with economic, industrial and mana- 
gerial revolutions. 

He praises the work of various 
groups in promulgating and refining 
standards, but regrets that most of 
these pronouncements relate to the 
certification of financial statements. 
Although willing to acknowledge the 
importance of this work, Dr. Camp- 
field would like to see accounting 
practitioners devote more time to the 
refinement of auditing techniques 
concerned with the development of 
data for decision-making by manage- 
ment. Fruitful areas in which he 
sees the need for greater proficiency 
on the part of professional account- 
ants are those of advising manage- 
ments regarding flexible budgets, 
forecasting capital requirements, cost 
analysis and control, job evaluation 
and personnel relations surveys, and 
assistance in the development of 
pricing policies. 

Only the future will justify or re- 
fute the author’s conclusion, which 
follows: 
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. . If the [professional] accountant 
is to fully assume professional stature 
and enlarge his service to managements, 
he must enlarge the horizons of his 
thinking. In addition to supplying man- 
agers with reliable and dependable fi- 
nancial data, he must also be prepared 
to assist managements in making the 
subjective judgments which they are re- 
quired to make in passing from an objec- 
tive consideration of historical facts to 
the forecasts in planning for the future 
of an enterprise. 

The age has arrived when the in- 
formed accountant should unfetter him- 
self from the narrow professional con- 
fines imposed on him by some of his 
myopic peers, and avail himself properly 
of the better talents which he has ac- 
quired in his widespread study and ex- 
amination of business operations . . . 


BOOK REVIEW 


Corporation Finance in Canada by 
C. A. Ashley and J. E. Smyth. The 
Macmillan Co. of Can. Ltd., To- 
ronto, 1956, pp. 253, $3.95 
Professors Ashley and Smyth have 
broken new ground in writing about 
corporation finance with specific ap- 
plication to the Canadian scene. 


The formation of companies, the 
methods of raising the initial capital, 
and the rights of the various types of 
investors (bondholders, preferred 
shareholders and common sharehold- 
ers) are described and related to 
Canadian legislation. Also explained 
is the operation of the stock market 
to provide a place for the exchange 
of capital. 

The authors outline the problem 
facing company directors as to what 
they should do with the funds pro- 
vided by earnings and reserves for 
depreciation. The traditional reasons 


for retaining earnings are given and 
answered. The Canadian trend seems 
to follow a practical course of paying 
a modest but steady dividend to the 
shareholders and using earnings re- 
tained in the business for capital ex- 
pansion. In this connection, however, 
the authors feel that if the directors 
decide to undertake capital expansion 
they should appeal to the capital mar- 
ket rather than take the easier way of 
using retained earnings. It is pointed 
out that the application of funds pro- 
vided by depreciation to capital ex- 
pansion merely delays the time when 
new money must be brought in. 


Monopolies and combinations re- 
ceive sympathetic attention. The 
economic conditions which justify 
monopolies in Canada are set out and 
the need for adequate controls out- 
lined. A critique of Canada’s anti- 
combine legislation is not attempted. 


Current practices concerning bank- 
ruptcy and reorganizations are also 
described and related to the pertin- 
ent legislation. 


This book provides a good simple 
introduction to the subject. Refer- 
ences to actual cases are made but 
since the footnotes do not describe 
them fully they will be lost on a per- 
son not already familiar with the sub- 
ject. The scope of the work is so 
large that it is impossible for the au- 
thors to deal adequately with the re- 
finements of corporation finance, such 
as leverage, proper balance in finan- 
cial structure, and the effect of taxa- 
tion on financial policy of corpora- 
tions. These problems are drawn to 
the attention of the reader, but not 
answered. The authors would do a 
good service by following “Corpora- 
tion Finance in Canada” with a more 
advanced companion volume. 


R. E. Herincton, C.A. 
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SELECTED READING 


Accounting 

“Preparing a Chart and Manual of Ac- 
counts” by M. J. Kean. NACA Bulletin, 
April 1956, pp. 1002-1009. 


Auditing 

“Auditing for Management: A Constructive 
Service Provided by the Internal Audit De- 
partment,” by G. D. Bruce. The Account- 
ant, April 14, 1956, pp. 394-396. 

“Trends in New Zealand Auditing Prac- 
tice,” by C. H. Perkins. The Accountants’ 
Journal, March 1, 1956, pp. 282-291. 
“Managers Responsibilities as to Auditing 
Procedures,” by John M. Waterman. The 
Arthur Young Journal, April 1956, pp. 1-8. 
“A Suggested Change in Examination Ap- 
proach,” by A. Carl Tietjen. The Journal 
of Accountancy, April 1956, pp. 47-49. 


Cost Accounting 

“Today’s Costing Methods and Their Ob- 
jectives,” by Lambert H. Sprouck, NYCPA, 
May 1956, pp. 285-294. 

“How We Evaluate Return from Research,” 
by Nyland and Towle. .NACA Bulletin, 
May 1956, pp. 1092-1099. 

“Cost Control in the Rubber Industry,” by 
Dan A. Hackney. Cost and Management, 
March 1956, pp. 86-98. 


Equipment 

“Deciding Upon an Electronic Data-Pro- 
cessing System,” by W. S. Bagby. The 
Controller, May 1956, pp. 216-221. 
“What Automation Means,” by Frank G. 
Woolard. The Accountant, May 5, 1956, 
pp. 493-497. 


Finance 

“Dividend Policies and Common _ Stock 
Prices,” by James E. Walter. The Journal 
of Finance, March 1956, pp. 29-41. 
“Equity Financing for the Small Firm,” by 
R. A. Weaver. Harvard Business Review, 
March-April 1956, pp. 91-102. 

“The Theory and Practice of Investment,” 
by J. A. R. Falconer. The Accountants’ 


Magazine, April 1956, pp. 182-196. 
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Management 

“Organization for Intra-Company Pricing,” 
by F. L. Heuser. NACA Bulletin, May 
1956, pp. 1100-1105. 

“Installing a Profit-Sharing Plan in Your 
Company,” by W. D. Welsford. Cost and 
Management, April 1956, pp. 151-157. 


Professional 

“Accountants’ Charges,” by Derek G. Lee. 
The Accountant, April 7, 1956, pp. 374- 
375. 

“Challenges to the Accounting Profession,” 
by John H. Zebley. Accounting Review, 
April 1956, pp. 173-181. 


Addresses of Publishers 


[The] Accountant (England), 4 Drapers’ 
Gardens, Throgmorton Ave., London, E.C. 
2, England. 

Accounting Review, College of Commerce 
and Administration, Ohio State University, 
Columbus 10, O. 

[The] Accountants’ Journal (New Zea- 
land), P.O. Box 5039, Wellington C, 1, 
N.Z. 

[The] Accountants’ Magazine (Scotland), 
27 Queen St., Edinburgh 2, Scotland. 
Arthur Young Journal, 165 Broadway, New 
York, N.Y. 

Controller, 2 Park Ave., New York 16, N.Y. 
Cost and Management, 66 King St. E., 
Hamilton, Ont. 

Harvard Business Review, Gallatin House, 
Soldiers Field, Boston 63, Mass. 

Illinois Certified Public Accountant, 208 S. 
LaSalle St., Chicago 4, IIl. 

Internal Auditor, 120 Wall St., New York 
By NY: 

Journal of Accountancy, 270 Madison Ave., 
New York 16, N.Y. 

Journal of Finance, 5750 Ellis Ave., 
Chicago 37, Ill. 

NACA Bulletin, 505 Park Ave., New York 
22, N.Y. 

New York Certified Public Accountant, 677 
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Students Department 


EXAMINATIONS AND STUDENT TRAINING 


Are long examination questions a 
fair test of a candidate’s knowledge? 
Should accounting examinations be a 
test of speed? Should a candidate be 
expected to know specialized topics 
not encountered within his own ex- 
perience? Is the ratio of accounting 
theory to office experience in the stu- 
dent’s training too low? These were 
some of the questions addressed to a 
Special Committee on Examination 
and Training of Apprentices of the 
Institute of Chartered Accountants of 
Scotland, and the committee’s discus- 
sion of them in its recent report is, 
we think, a significant contribution to 
the problem of student training. 

We believe that most students will 
agree with the committee’s conclu- 
sions on the subject of examination 
questions: “. . . . It is evident that 
candidates may suffer from undue 
strain if the papers or the questions 


are unduly long . . . The committee 
feels that it should record its view 
that the Institute's examinations 


should not be allowed to become pri- 
marily a test of speed and that it 
hopes that the Examining Board, 
when setting future papers, will hold 
firmly to its present policy of allow- 
ing candidates ample time to do 
themselves justice . . . . While the 
committee has had to accept the con- 
clusion that there must be some en- 
largement of the examination sylla- 
bus, it is felt that some relief can be 
given by the inclusion of alternative 
questions on specialized subjects in 
some of these papers.” 
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Associate Professor, 
Queen’s University 


By way of parenthesis, we should 
note that the committee has not re- 
commended alternative questions for 
topics of a general nature, and, we 
think, with good reason. Not only do 
alternative questions add to the bur- 
den of those who set and mark the 
examinations (and this burden is no 
light one, and often a labour of love), 
but it is an open question whether al- 
ternative problems of a_ general 
nature are a help to the candidate. 
For one thing, it is difficult to design 
problems of equal difficulty, and 
there is no telling whether one candi- 
date may not have done well simply 
because he happened to “land on” the 
right question, and another poorly 
because he made an_ unfortunate 
choice. Another important point is 
that some candidates waste a great 
deal of time trying to decide which 
question to attempt. 

2 ° 2 = 

Perhaps the most significant fea- 
ture of the committee’s report (cer- 
tainly, if adopted, for future members 
of the Scottish Institute) is a some- 
what revolutionary suggestion for the 
provision of additional theoretical 
training. The committee has recom- 
mended that the student-in-accounts 
be granted a nine months leave of 
absence from his firm to be spent in 
whole-time study at a university, the 
period counting, of course, as part of 
the term of years required as a pre- 
requisite to a degree. The committee 
recognizes the financial problem 
which this suggestion poses for the 
student and for the practitioner but 


BY J. E. SMYTH, F.C.A. 
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STUDENTS DEPARTMENT 


there is evidence of much attention to 
the point of view of the student in its 
reasoning: “... As in every other pro- 
fession there is a continual extension 
of the field of study, both by the ad- 
dition of new subjects to the exam 
ination syllabus, and by a widening 
of the scope of subjects already in the 
syllabus. It was always true that in 
very few masters’ offices could every 
apprentice gain experience of every 
aspect of the work of a practising 
public accountant, but with the 
widening of the scope of the exam- 
ination syllabus, which over the past 
25 years or so has been notable, it 
has become more than ever imprac- 
ticable for the whole field of study 
to be covered by an apprentice’s 
practical training and for success he 
undoubtedly needs much more “book 
learning” over and above his office 
experience than was formerly the 
case. The committee is convinced 
that practical training in the mas- 
ter’s office is as vitally important 
today as ever it was, but it is also 
convinced that the time has come for 
making a new approach to the prob- 
lem of the apprentice’s theoretical 
study. 

“With the passage of time and the 
expansion of the syllabus, a stage has 
been reached, in the committee's 
opinion, where the combined strain 
of office work and class study is ex- 
cessive. The committee has reached 
the conclusion that means must be 
found of allowing apprentices facil- 
ities for theoretical study when their 
minds are fresh. This means that they 
must be allowed more time for study 
either piecemeal during office hours 
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or by way of a period of absence for 
full-time study. Having considered 
these alternatives, the committee 
is satisfied that the second is much 
preferable. While the committce’s 
conclusion has been reached after 
considering the special needs of the 
accountancy profession, it is perhaps 
not irrelevant to record that there is a 
marked tendency in other professions 
also for students to be given in- 
creased time to pursue the academic 
side of their studies during normal 
working hours for some period during 
their training.” 
e 2 2 2 

In Scotland the student-in-accounts 
must at present take a compulsory 
course of lectures at a university and 
if he is apprenticed to a firm in one 
of the larger centres he may also 
(and generally does) take special lec- 
ture courses offered by the Scottish 
Institute. In addition, he supplements 
his training by taking, and paying for 
privately, a correspondence course 
offered by a business college. 

The report referred to above is of 
special interest to Canadian students- 
in-accounts because of a parallel be- 
tween Scotland and Canada: in each 
country there are a relatively few 
large centres, with a consequent dif- 
ficulty in arranging training for stu- 
dents in smaller centres by the lecture 
method. We understand that under 
the present arrangement in Scotland, 
the attraction of the larger centres, 
where the more complete instruction 
is available, makes it difficult for 
practising public accountants in the 
smaller centres to retain senior 
students-in-accounts. 
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PROBLEMS AND SOLUTIONS 
Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner but rather as such discussion and explanation of 
the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 
Intermediate Examination, October 1955 
Accounting I, Question 4 (10 marks) 
List the factors that should be considered by the directors of a company 
before declaring dividends on common and preferred shares outstanding. 


A SOLUTION 


Factors to be considered by directors before declaring dividends 
on common and preferred shares 

1. Is the dividend legal according to the Companies Act under which the 
company is incorporated and the by-laws of the company? 

2. Is there sufficient cash and working capital available for the payment 
of the dividend? 

3. Do the recorded earnings for the year and the accumulated earnings 
justify the proposed dividend? 

4. Has the company endeavoured to maintain a stable dividend policy 
in the past? 

5. Does the future program for expansion and plant renovation require the 
retention of earnings? 

6. Is the preferred stock cumulative and if so are there preferred dividends 
in arrears which would prevent the payment of dividends on the com- 
mon stock? 

7. Are there any conditions attached to the preferred shares or any con- 
ditions in the trust deed underlying a bond issue which restrict the pay- 
ment of dividends in certain circumstances? 

8. What amount of dividends should be declared to take maximum ad- 
vantage of the provision for tax-paid undistributed income? 

9. Should the dividends be cash or stock dividends? 


Examiner's Comments 
The examiner reports that the candidates were well aware of the re- 
quirements of the question but many neglected to mention such considera- 
tions as the statutory provisions relating to dividends in the Companies 
Acts, and the effect upon dividends of terms of the preferred shares and trust 
deeds. 


PROBLEM 2 
Final Examination, October 1955 
Accounting I, Question 3 (17 marks) 
The shareholders of A Co. Ltd. and B Co. Ltd. have been approached by a 


syndicate with a proposal that a merger be effected and that a new company 
be formed under the name A B Co. Ltd. 
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The following are the condensed audited balance sheets of the two 
companies as at 31 Dec 1954: 





ASSETS 

A Co. Ltd. B Co. Ltd. 

oN Ss STO OP en : .. .$ 25,000 $ 50,000 
Accounts receivable BD Fret icra: dl F aacntten oh ater eic ... 200,000 300,000 
Inventories, at lower of cost or market ........ os asu ses. > SOO 400,000 
NORRIE AONE te Sine 8 Shes op dM ns Dishes Hadi bee as ceeecoases GOOD 45,000 
Building, plant and equipment, at cost less depreciation ... . 380,000 460,000 
NOMEN ioc. Ate oat ty tds ee ss Bale Gog SRR ws heats Ws Breaeeeee SB 4A 30,000 
$905,000 $1,285,000 

LIABILITIES, CAPITAL STOCK AND SURPLUS 

RU NUREENE 2 5055 odie Sous ois wage TO HEA SRW aE THERA SS $240,000 $ 190,000 
PEEING Sa giteass art bow Md weed Harsaea wes 400,000 600,000 
RUMORS 24 Pe SS aeh eeu rene ee ee Ss _... 265,000 495,000 


$905,000 $1,285,000 


The auditors of the two companies reported that the net profits have 
averaged, for the last five years, A Co. Ltd.—$66,120 and B Co. Ltd. 
$92,680 per annum, and that there has been no change in the capital stock 
accounts during that period. 

The terms of the proposals are as follows: 

(i) The A B Co. Ltd. is to have an authorized capital of: 


(1) 8,000 6% preferred shares of a par value of $100 each. 

(2) 60,000 common shares of no par value. 

$700,000 5% bonds are to be issued secured by a first mortgage on 
the nroperties and plant of the A B Co. Ltd. An investment firm 
has agreed to underwrite this issue at 96. 

The syndicate is to pay all expenses of the dissolution of the A Co. 
Ltd. and B Co. Ltd. and of the organization of the A B Co. Ltd. 
except for any discount on the bond issue. In consideration, the 
syndicate will have the right to purchase for cash 6,000 common 
shares at a price of $10 per share, together with a two-year option 
on 19,000 common shares at $20 per share. 


(iv) The purchase price of each company is to be the total of: 


(1) Net tangible assets as at 31 Dec 1954, adjusted to take into 
consideration an appraisal of the fixed assets at that date. 

(2) Goodwill calculated on the basis that the portion of the aver- 
age annual earnings for the past five years in excess of 7% of 
the price agreed upon for the total net tangible assets will be 
capitalized at 10%. 


(v) The purchase price is to be settled by: 


(1) 2/3 of the cash received from the bond issue. 
(2) 8,000 6% preferred shares at par. 


) 
(3) 35,000 common shares. 
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(vi) The payment of cash and the allocation of preferred shares to the 
A Co. Ltd. and to the B Co. Ltd. is to be pro rata to their net 
tangible assets after appraisal of fixed assets. 

The shareholders of both companies agree to the proposal and the X 
Appraisal Co. has been hired by the syndicate to make an appraisal of the 
fixed assets of the companies. The appraisers report that as at 31 Dec 1954: 

(i) Present value of land was: A Co Ltd.—$70,000 and B Co. Ltd.— 
$63,000. 

(ii) Depreciated replacement value of buildings, plant and equipment 

was: A Co. Ltd.—$455,000 and B Co. Ltd.—$517,000. 


Required: 

(10 marks) (a) A schedule showing your calculation of the disposition of 
the purchase consideration (cash, preferred shares and com- 
mon shares) to the A Co. Ltd. and to the B Co. Ltd. 


(2 marks) (b) The number of common shares issued to each of the two 
companies. 

(5 marks) (c) The opening balance sheet of the A B Co. Ltd. assuming 
there is to be no goodwill shown in the company’s accounts 
and that the syndicate exercises its right to purchase the 
6,000 common shares. 

A SOLUTION 

(a) THE A B CO. LTD. 


DISPOSITION OF PURCHASE CONSIDERATION TO A Co. Ltp. AND B Co. Lp. 
as at 31 Dec 1954 





A Co. Ltd. B Co. Ltd. Total 
Net assets acquired 
SNA at ah icc gn a a $ 25,000 $ 50,000 $ 75,000 
Ameounis weeelvatile .... 6... 6. ic cesses 200,000 800,000 500,000 
IIIS 5 Fu hens hee oid Sato 250,000 400,000 650,000 
Land (at appraised value) .............. 70,000 63,000 133,000 
Buildings, plant and equipment, at 
depreciated replacement value ........ 455,000 517,000 972,000 
Total tangible assets ........ is rc lacmann 1,000,000 1,330,000 2,330,000 
Less accounts payable .................. 240,000 190,000 430,000 
| a ar 760,000 1,140,000 1,900,000 
NRE serie het etek gs co oI heute aed 129,200 128,800 258,000 
Net assets acquired .................... $ 889,200 $1,268,800 $2,158,000 
Disposition of purchase consideration 
Cash, in ratio 760,000: 1,140,000 ........ $ 179,200 $ 268,800 $ 448,000 
Preferred shares, in ratio 
760,000: 1,140,000 ........ 320,000 480,000 800,000 
Common shares, no par value, for balance .. 390,000 520,000 910,000 
$ 889,200 $1,268,800 $2,158,000 
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(b) NumBer or ComMoN Snares Issvep To A Co. Lip. anp B Co. Ltn. 
as at 31 Dec 1954 


390,000 
To A Co. Ltd.  ——-——— x 35,000 15,000 shares 
910,000 
520,000 
To B Co. Ltd. ————— x 35,000 20,000 
910,000 aa 
35,000 shares 
A B CO. LTD. 
BALANCE SHEET AS AT 31 Dec 1954 
ASSETS 
Current assets 
RUIN RMN S508 cle Son 3 ity vapid a aealomcesah Ra Bw GealsG ....$ 859,000 
IN HIT UUIO isc ise eon bad eden auce seus davar des . 500,000 
Inventories, at lower of cost and market ................ 650,000 
Pe ae $1,509,000 


Long term assets 
Land, at market value, as reported by X Appraisal 
RS 51 UO Ee soy oh SSA w OT AOD ETAT ESS 133,000 
Buildings, plant and equipment, at depreciated replacement 
value, as reported by X Appraisal Co., 31 Dec 1954. 972,000 


REE EIRENE IRM GAT hoes? uns dard aaavetescheaa wothoan-) 1,105,000 

Deferred charge 
ee ae er 28,000 
$2,642,000 


LIABILITIES AND SHAREHOLDERS INTEREST 
Current liabilities 


pect i oy ii—_——— a $ 430,000 
Long term liability 

First mortgage bonds, 5%, due ................. Se 700,000 

RSME. 6s eS Sine a Pow SA AL Ra Sw aed sede 1,130,000 


Shareholders interest 
Share capital 
Authorized — 8,000 6% preferred shares of a par value 
of $100 each and 60,000 common shares of 
no par value. 
Issued and fully paid — 
Preferred: 8,000 shares ............. .........$ 800,000 
Common: 35,000 shares, for assets acquired 
from A Co. Ltd. and B Co. Ltd. .. . $652,000 
6,000 shares for cash ............ 60,000 
———— 712,000 


Total shareholders interest ........................ 1,512,000 
$2,642,000 


Note: The Syndicate holds a two year option expiring 31 Dec 1954 to purchase 
19,000 common shares at $20 per share. 
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Examiner's Comments 


The examiner reports that a great many students found this to be a 
relatively easy question. The most frequent errors were: 


1. A failure to show a note on the balance sheet disclosing the option 
for the purchase of further shares by the syndicate. 

2. A failure to show on the balance sheet the detail of the consideration 
for the issue of the common shares as between shares issued for 
assets acquired from the A Co. Ltd. and the B Co. Ltd., and shares 
issued for cash. 

8. An inability to calculate the goodwill figure correctly. 


The following treatments were regarded as acceptable alternatives: 

1. Disclosure of the basis of valuation of long term assets as “cost” 

rather than appraisal since the amounts shown represent cost to the 

new company. 

Description of the balance sheet as a pro forma balance sheet, setting 

forth the plan of reorganization. 

3. Disclosure of bond discount as a deduction from the bond liability 
instead of as an asset. 


bo 


PROBLEM 3 
Final Examination, October 1955 
Auditing I, Question 4 (15 marks) 

As part of the analytical procedures carried out during the course of 
the audit of the X Co. Ltd., CA prepares the following statement of source 
and application of funds: 

X CO. LTD. 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for the year ended 3lst December 1954 


Funds were derived from: 


Net profit for the year ......... i $ 350,000 
Add: charges not requiring cash outlay 

Depreciation .. eee ....$ 90,000 

Amortization of bond discount 7,000 97,000 $ 447,000 
Sale of investments ‘ 202,000 
Total funds derived Peat sends $ 649,000 

Funds were applied to 
Building and equipment purchased . beta $ 702,000 
Preferred shares retired — 1,000 shares 
a a rea Ree rehgtene 105,000 

Bonds redeemed—3,500 @ 102 ....... 357,000 
Dividends paid, preferred and common .. 280,000 1,444,000 


Net decrease in working capital ........ Ro $ 795,000 
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The net decrease in working capital was made up as follows 


31st Dec. 31st Dec. Working Capital 
1953 1954 Increased Decreased 
Cash on hand and in bank . _..$ 126,000 $ 86,000 $ 40,000 
Accounts receivable : 650,000 690,000 $40,000 
Inventories i 1,295,000 850,000 445,000 


Less: 
Bank loan (secured) $ 100,000 100,000 
Accounts payable ....$ 900,000 1,150,000 250,000 


$1,171,000 $ 376,000 $40,000 835,000 





Net decrease in working capital AG ees ; 


Required: 

The letter which CA would prepare to bring to management's attention 
any conclusions as to the company’s financial policy which may be drawn 
from the above analysis. 


A SOLUTION 
Hamilton, Ontario, 
October, 1955 


General Manager, 
The X Co. Ltd., 
Hamilton, Ont. 


Dear Mr...... 

As part of the analytical procedures carried out during the course of 
our recent audit we have prepared a statement of source and application 
of funds and related statement of changes in working capital for the year 
ended 31 Dec 1954, a copy of which we enclose. This analysis has brought 
out the following points relating to your company’s financial policy which 
we believe to be worthy of consideration: 

1. The serious depletion of working capital (which is now less than one- 

third of the amount at the previous year-end) is attributable to a number 

of factors: 

(a) The payment of dividends equal to 80% of the profit for the year. 
Particularly in view of the other heavy cash outlays made by the 
company during the year, a much smaller cash dividend would have 
been justified. Alternatively, a stock dividend, instead of a cash dividend, 
might have been appropriate in these circumstances. 
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(b) The substantial expenditure for fixed assets. The use of other methods 
of financing fixed assets than the retention of earnings might have been 
preferable. Further expenditures of this nature should be carefully re- 
viewed and possibly deferred until the working capital position im- 
proves. 
The redemption of bonds and preferred stock. While these redemptions 
reduce fixed charges against revenue and profits, respectively, they 
appear to have been made in this case at the expense of maintaining 
adequate funds in the business. We suggest, therefore, that future 
redemptions be deferred until adequate working capital has been 
built up. 
2. The substantial decline in inventory amount from $1,295,000 as at 31 
Dec 1953 to $850,000 as at 31 Dec 1954 may mean that the company is now 
under-stocked as a result of heavy expenditures on other things, and may 
be unable to render adequate service to customers. At the same time, the 
weak working capital position may render it difficult to acquire adequate 
inventories. 
8. The investments sold were non-current assets and may have been desir- 
able investments in other companies, the sale of which was dictated by an 
inadequate working capital position. 
4. The substantial increase in accounts payable, from $900,000 at 31 Dec 
1953 to $1,150,000 at 31 Dec 1954, combined with the substantial decline in 
inventories, indicates a weakness in meeting current obligations as they be- 
come due, at least to the extent that the accounts payable are for merchandise 
and not for fixed assets or dividends. A situation of this kind results in 
increased costs through an inability to take advantage of purchase discounts. 

Since we believe the matters referred to above are of importance in 
determining the future financial policies of your company, we will be 
pleased to discuss them further with you if you wish. 

Yours truly, 
CA. 


Examiner's Comments 
The examiner reports that the candidates were generally aware of the 
nature of the problem but that some found it difficult to proceed because of 
a lack of imagination or, perhaps, because of lack of practical experience in 
this type of analysis. Another common weakness in the answers was a poor 
formulation of the letter. 
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Note to Students: See page 92 for important announcement. 
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NEWS OF OUR MEMBERS 





Alberta 

Frank L. Day, C.A. has been appointed 
secretary-treasurer of Inland Cement Co. 
Ltd., Edmonton. 


British Columbia 

Laurence M. Kershaw, C.A. announces 
the removal of his offices to Ste. 301, 709 
W. Georgia St., Vancouver. 

A. Phillips Downs, C.A. announces the 
removal of his offices to 2295 W. Broad- 
way, Vancouver. 

F. H. Harwood, C.A. announces the ad- 
mission to partnership of W. H. Grayson, 
B.Com., C.A. Henceforth the practice of 
the profession will be conducted under the 
firm name of Harwood & Grayson, Chart- 
ered Accountants, with offices at 407 Metro- 
politan Bldg., 837 W. Hastings St., Van- 
couver. 

G. Fitzpatrick Dunn, C.A. has been ap- 
pointed a member of the Victoria Advisory 
Board of the National Trust Co. 

Clarkson, Gordon & Co. Chartered Ac- 
countants, 510 W. Hastings St., Vancouver 
announce the admission to partnership of 
Donald B. Fields, C.A. 


Newfoundland 

A. C. Lloyd Hudson, C.A. announces the 
removal of his offices to the Parland Bldg., 
237 Duckworth St., St. John’s. 


Ontario 

Gunn, Roberts & Co., Chartered Account- 
ants, and Dick, Bond, Hetherington & 
O’Loane, Chartered Accountants, announce 
that since June 1 their practices have been 
combined and carried on at 7 Queen St. E., 
Toronto, and at 45-6th St., Chatham. 

Louis I. Powell, C.A. announces the ad- 
mission to partnership of Abe Colman, C.A. 
Henceforth the practice of the profession 
will be carried on under the firm name of 
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Powell and Colman, Chartered Accountants, 
with offices at 226 Queen St. W., Toronto. 
Matthews Bros., Partridge & Co. Chart- 
ered Accountants, Kingston and Toronto, 
announce the removal of their offices to The 
Seaway Bldg., 304 Bagot St., Kingston. 

S. Russell Reid, C.A. and A. Wallace 
Smith, C.A. announce the formation of a 
partnership under the name of Reid & 
Smith with offices at 1414 Pigott Bldg., 
Hamilton. 


Quebec 

W. Gordon Black, C.A. has been appoint- 
ed treasurer of Kingsway Transports Ltd., 
Montreal. 

James D. Fleming, C.A. has been ap- 
pointed chief accountant of Kingsway 
Transports Ltd., Montreal. 

J. David Weinstein & Co., Chartered Ac- 
countants, announce the removal of their 
offices to Ste. 104, The Mora Bldg., 5803 
Cote des Neiges Rd., Montreal. 

Ste-Marie & Masson, comptables agréés, 
annoncent que leurs bureaux seront situés 
dans ste. 328, l’édifice Lafleur, 3600, rue 
Barclay, Montréal. 

M. Paul-Emile Noel, c.a., désire an- 
noncer que son bureau est maintenant situé 
a ste. 6732, rue St-Hubert, Montréal. 

N. R. Brining, C.A. has been appointed 
chief accountant of Gatineau Power Co., 
Hull. 

Clarkson, Gordon & Co., Chartered Ac- 
countants, 507 Place d’Armes, Montreal, an- 
nounce the admission to partnership of 
Raymond R. Jackson, C.A. 

P. S. Wise, C.A. has been elected presi- 
dent of the B’nai B’rith Co-ordinating Com- 
mittee of Montreal. 

Jean-Paul Lamy, c.a. annonce |l’ouverture 
de son bureau en vue de la pratique de sa 
profession au 1298, rue Hart, Trois Riviéres. 








MARITIME SEMINAR 

Since its 1955 pre-examination seminar 
proved so popular, the Nova Scotia Insti- 
tute in conjunction with Dalhousie Univer- 
sity has arranged for a similar seminar prior 
to the 1956 uniform examinations. It will 
be held during the week beginning August 
27 and will be led by Prof. Wilfred Ber- 
man of Dalhousie University, assisted by 
D. F. C. Burton, R. H. Busche, O. P. Cor- 
mier, C. W. Gurnham and B. S. Creighton, 
all members of the Institute. Registration 
fee is $15. 


ONTARIO INSTITUTE 


Associate Registrar — The president has an- 
nounced the promotion of Mr. T. Merrilees, 
B.Com., to.the position of associate regis- 
trar of the Institute. 


Affiliation — The following have been ad- 
mitted to membership by affiliation: A. D. 
Savage (Scot 31), B. J. Hayeems (Eng & 
Wales 50), H. L. Armstrong (Man ’40), 
S. A. J. Fraser (Sdot 53), A. F. Bailey 
(Eng & Wales ’33), G. Portugais (Que 
52), B. Lonsdale (Inc Accts °55), A. T. 
Holland (Que ’50), L. R. Rosenberg (Que 
D0). 


Reception for Fellows — The 46 Fellows 
elected in April received their fellowship 
certificates from the president, Mr. W. M. 
Brace, at a ceremony in the Lecture Hall 
of the Chartered Accountants Building on 
May 24, 1956. Mr. Gerald E. Martin, 
president of the Canadian Institute, was 
present for the occasion and added his 
words of welcome and congratulations to 
the new Fellows. Following the presenta- 
tion there was a reception in the library to 
which all Fellows of the Institute were in- 
vited. 


INSTITUTE NOTES 









HAMILTON AND DISTRICT C.A. 
ASSOCIATION 


Gordon H. Smith was elected chairman of 
the Hamilton and District Chartered Ac- 
countants’ Association for the year 1956-57 
at the annual meeting held June 12 at the 
Brantford Golf and Country Club. Elected 
to the executive committee for the year 
1956-57 were: W. C. Chick, S. G. Jackson, 
L. H. Johnston, C. G. Robinson, W. G. 
Thompson of Hamilton; L. H. Digby of 
Brantford; W. W. Pollock of St. Catharines; 
and M. P. Greenhill of Galt. 


The annual meeting was preceded by the 
annual golf tournament and golf prizes were 
presented by G. E. F. Smith, F.C.A. of 
Hamilton. 


ONTARIO STUDENTS NOTES 


Golf Tournament — The annual golf day of 
the Toronto members of the Association was 
held on Thursday, June 7, at the Rouge 
Hills Golf Club just east of Toronto. Again 
this year the event was blessed with out- 
standing weather which helped to boost the 
numbers taking part to almost 200. Doug 
French of Price, Waterhouse & Co. won the 
prize for low gross with an 81, beating last 
year’s champion, Ted Forster, who went the 
rounds in 84 and secured the second prize. 
The low net was won by K. Dalglish. This 
year’s tournament featured a competition 
for a new prize known as “The Secretary’s 
Cup” (a surprise package). This is the 
booby prize to end all booby prizes, going 
to the firm whose players turn in the high- 
est average score. The first winners of the 
prize are W. E. Johnson & Co. whose five 
players, all honest golfers, averaged 182. 
All the prizes will be given out at the an- 
nual fall dance in early December. 


Students’ Association Executive — The new- 
ly elected students’ council met recently and 
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INSTITUTE NOTES 


from its number elected the 1956-57 execu- 
tive. Paul Higgins is the new president; 
David McPherson, vice-president; Al Dancy, 
secretary and Al Woods, treasurer. This 
executive and the committees appointed to 
handle various functions have already start- 
ed work on the fall and winter program, 
resolved to make this year as great a suc- 
cess as 1955-56. 


QUEBEC INSTITUTE ANNUAL 
MEETING 

The possibility of an ever-widening role 
for chartered accountants in the field of 
management counselling was predicted by 
W. S. Munro, retiring president of the In- 
stitute of Chartered Accountants of Quebec, 
at that body’s 76th annual meeting. A 
special committee under the chairmanship 
of J. C. Thompson, past president, will con- 
tinue its studies of these matters during the 
coming year. 

The meeting was of special interest to 
Quebec C.A.’s because it was the first held 
in the new Institute headquarters building 
at 630 Lagauchetiere Street West. 

Mr. Munro said the professional account- 
ant had long since passed the point where 
he could afford to be merely a fact-finder. 
His most useful area of service today be- 
gins where the audit report ends. “Perhaps 
one of the most significant characteristics of 
our profession today is the increasing desire 
to help people — to share their worries and 
to aid in their decisions”. 

Mr. Munro also urged the incoming In- 
stitute Council to give full support to the 
Canadian Institute in its campaign for pen- 
sion tax relief for non-corporate taxpayers. 

Growth in membership of the Quebec 
Institute during the past year continued to 
follow the “phenomenal pattern” set during 
the past five years, Mr. Munro observed. 
All told 197 new members were admitted — 
an all time high — bringing the total at 
present to 2,261 members as well as 1,019 
registered students. 

“The large bank of students would ap- 
pear to indicate a healthy condition,” he 
said, “but the industrial expansion in our 
country still leaves us with a dearth of 
both students and qualified accountants — a 
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serious situation which poses the problem 
of providing sufficient talent to service our 
expanding economy. 

“We are doing our utmost to meet this 
challenge, and I cannot stress too strongly 
the importance of our members interesting 
themselves to the greatest extent possible 
in this phase of our Institute’s activities”. 

Lucien D. Viau succeeded William S. 
Munro as Quebec president. Other new of- 
ficers are: first vice president, George P. 
Keeping; second vice president, Howard I. 
Ross; secretary, J. Emile Maheu; treasurer, 
William V. Victor. Elected to the Institute 
Council for a term of two years are: René 
Gagnon, John P. Kinghorn, J. S. McKeown, 
Donald F. Rennie and R. G. Scroggie. Six 
other members of the Council, W. J. T. 
Adamson, Roméo Bertrand, Raymond For- 
tier, Eric L. Hamilton, Robert N. A. Kidd 
and Roland R. Pouliot, have still a year of 
their two-year term to serve. C. Douglas 
Mellor is executive secretary. 


QUEBEC CITY COMMITTEE 


The annual meeting of the Quebec City 
Committee of the Institute of Chartered Ac- 
countants was held on May 22, at the 
Chateau Frontenac. Officers elected for 
the term of office 1956-57 were: president, 
Paul R. Thivierge; vice-president, Albert 
Garneau; secretary-treasurer, Roger-H. Stan- 
ton; directors, Michel Motard, Jacques For- 
tier, Paul-H. Paré and Roland Bédard, out- 
going president. 

The meeting was followed by cocktails 
and dinner for the members and their wives. 

Guests of honor included Mr. Gerald 
Martin, president of the Canadian Institute 
of Chartered Accountants, and Mr. Michael 
Howarth, secretary, Mr. A. Emile Beauvais, 
past president of the C.I.C.A.; Mr. Lucien 
Viau, vice-president of the Quebec Insti- 
tute; and Mr. Paul Bruneau, representing 
the faculty of Commerce of Laval Univer- 


sity. 


QUEBEC STUDENTS SOCIETY 
The Chartered Accountants Students’ So- 
ciety of the Quebec Institute has arranged 
with McGill University to sponsor a tutorial 
course in accounting for those students writ- 






































A Guide for Students 


CHARTERED ACCOUNTANT 
EXAMINATIONS IN CANADA 


Sponsored by the Provincial Institutes’ 
Committee on Education and Examina- 
tions. 


Brings together articles especially 
written to assist students preparing 
for their 1956 chartered account- 
ant examinations. 


@ Tells students how to plan a pre-exam 
review schedule. 


@ Makes specific suggestions on the 
proper approach to examination 
papers. 


Points out common weaknesses in 
candidates’ answers to some of the 
1955 questions. 


Comments on common examination 
expressions, such as 

“Journal entries to record”, “Your 
computation of”, etc. 


Price 50c¢ a copy 


Fill out this convenient form today and 
send with your remittance. 


The Canadian Institute 
of Chartered Accountants 


69 Bloor St. E., Toronto, Canada. 


Please send me. copies of 
“Chartered Accountant Examinations 
in Canada” for which I enclose $ 
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ing the 1956 intermediate or final exam- 
inations. It will be held on successive Mon- 
day and Wesdnesday evenings from July 9 
to August 29. 

This course will be similar to the one 
held in 1955. It will cover all or part of 
the material for which intermediate and 
final students are responsible. Those tak- 
ing part will answer questions under exam- 
ination conditions and then join in a group 
discussion of the solutions and related ma- 
terial. Attendance will not be compulsory 
and students will not be required to turn in 
assignments or write examinations at the 
completion of the course. 


MANITOBA STUDENTS SOCIETY 


Students’ Council, 1956-57 — The following 
executive was elected for the 1956-57 term: 
president, Don Rice; vice-president, Bill 
Campbell; secretary-treasurer, Stan Wylyn- 
ko; John Ducharme, Ron Hanson, Jim Has- 
tie, Bill Humphreys, Bob Kruger, Joe Ma- 
zur, Keith Muirhead, Dick Sachse and Gary 
Steiman. 


Class Presidents — A new idea introduced 
during the previous season was the elec- 
tion of class presidents who would act as a 
liaison with students in their classes. For 
the 1955-56 term these were Dave Hol- 
man (5th year), Barry Iliffe (4th), Mack 
Nichol (3rd), Bob Kruger (2nd), Bob 
Jackson and Elwood Radcliffe (1st). 


Annual Athletic Banquet — This was held 
on May 15 in the Albany Room of the 
Assiniboine Hotel. Dr. H. H. Saunderson, 
president of the University of Manitoba, 
was the guest speaker. The Peat Marwick 
Mitchell & Co. Trophy for annual baseball 
competition was presented to the society 
by Mr. Wm. Rutledge. 


Baseball — The season started on June 7 
with eight teams in the league. It is ex- 
pected that competition for the new trophy 
will be very keen. 


Annual Golf Tournament — The golf tourna- 
ment took place at the Pine Ridge Golf 
Club on June 13 and was followed by a 
filet mignon dinner. 
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CLASSIFIED ADVERTISEMENTS 


Rates: 
$10.00 per column inch; Open rate, $17.00 per column inch. 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





AUDITORS FOR MONTREAL: Salaries 
$3300 to $4600 per annum according to 
qualifications and experience. 

5 day-week — Pension & Hospital plans — 
3 weeks holidays — sickness benefit and 
excellent opportunities for advancement. 
We require the services of men between 
the ages of 20 to 40 years, preferably hold- 
ing a C.A., B.Com. degree or the equiva- 
lent. 

Applicants should give full personal de- 
tails, including experience, education and 
marital status to: Box 539. 

Our staff is aware of this advertisement. 


STUDENTS WANTED: Second, third or 
fourth year students required by medium- 
sized but well established and progressive 
Toronto firm of chartered accountants. Ex- 
cellent working conditions and experience 
for students who can accept responsibility. 
Holidays can be arranged. Box 575. 


BOARD OF EDUCATION FOR THE 
CITY OF TORONTO: Position available 
for a young, qualified accountant, to assist 
in preparation and anlysis of statistical re- 
ports, financial statements, etc. Initial sal- 
ary, $5,400 - $6,000, according to qualifica- 
tions and experience. Position affords ex- 
cellent promotional opportunities. Tele- 
phone EM. 8-7661, Local 200, for appoint- 
ment, or address applications, giving com- 
lete details of education and experience to 
C. H. R. Fuller, Business Administrator and 
Secretary-Treasurer, Board of Education, 
155 College St., Toronto, Ont. 





CHARTERED ACCOUNTANT: Wishes to 
extend his practice in and around Edmon- 
ton, Alberta, by purchase or succession 
agreement. Write giving full particulars to 
Box 567. 





Positions wanted, $7.00 per column inch; Positions offered, 


CORRESPONDENCE is invited from 
persons holding a university degree and a 
C.A. degree for a position on the faculty 
of the School of Commerce, University of 
British Columbia. Salary and status will 
depend on previous experience. Address 
all correspondence to the Director of the 
School of Commerce. 





CHARTERED ACCOUNTANT WANTED: 
An expanding firm of chartered account- 
ants located in Toronto requires a young 
qualified man to assume supervisory re- 
sponsibilities. This position offers unusual 
opportunities for experience and advance- 
ment. Salary commensurate with ability 
and experience. Box 576. 





CHARTERED ACCOUNTANT: Recently 
qualified chartered accountant required by 
well-established firm of auditors in prac- 
tice in Montreal for senior audit, tax and 
investigation work. Good opportunity for 
advancement with prospects for eventual 
admission into partnership. Our senior 
staff is aware of this advertisement. Box 
574. 


STUDENTS: Recent graduate of Bachelor 
of Commerce or Bachelor of Arts or inter- 
mediate or senior student required by a 
progressive firm of chartered accountants in 
Northern Ontario. Excellent opportunity 
for the proper applicant. Salary according 
to experience and ability. Box 573. 


CANADIAN CHARTERED ACCOUNT- 
ANTS practising in Bermuda offer excellent 
opportunity to fourth or fifth year student. 
Present staff twenty-five. Expanding rap- 
idly. Studies can be continued without in- 


terruption. 
Box 572. 


Interviews can be arranged. 
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CALGARY OFFICE of growing firm of 
chartered accountants requires junior 
and/or intermediate students. Excellent op- 
portunity for students wishing to relocate 
and participate in future growth of Western 
Canada. Full staff benefits with good work- 
ing conditions and quick recognition of 
ability and willingness to accept responsi- 
bility. Please give full information in re- 
ply which should be addressed to Box 580. 





CHARTERED ACCOUNTANT: Maritime 
subsidiary of national organization requires 
a young man who recently obtained the 
designation chartered accountant. Excel- 
lent opportunity for advancement for an 
ambitious person. Initial salary $4,000 - 
$5,000 depending on qualifications and ex- 
perience. Apply in own handwriting giv- 
ing particulars of qualifications, experience 
and references and enclosing snapshot. All 
replies will be held in confidence. Box 
581. 





MANUFACTURING FIRM with headquar- 
ters in the Eastern Townships of Quebec 
requires young chartered accountant for 
development in the firm. Some experience 
desirable but not necessary. Please give de- 
tails of age, experience and education. Box 
578. 


Examination 
Papers 
and 
Solutions 


1949, 1950, 1951, 1952, 
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POSITION WANTED: Young chartered 
accountant with some practice desires posi- 
tion with partnership arrangement with 
practising firm. Jewish principals. Box 579. 


STUDENTS: Chartered accountants require 
first year and intermediate students to be 
registered in the course. For appointment 
call William Eisenberg and Comany, Em- 
pire 3-6304 Toronto. 


CHARTERED ACCOUNTANT’S office re- 
quires students and graduates for rapidly 
expanding practice in South Western On- 
tario. View to management and partner- 
ship. Give experience and salary required 
to Box 577. 


CHARTERED ACCOUNTANT requires a 
student, preferably senior, for expanding 
practice in Southwestern Ontario. Partner- 
ship available eventually. Write giving full 
particulars and photograph if available. 
Box 583. 


POSITION WANTED: with C.A. firm by 
very ambitious public accountant, 27. 


Passed C.A. final accounting and economics 
exams in 1953. Toronto or Hamilton with 
partnership possibilities. 


Box 582. 






Examination Papers 






1952, 1958, 1954, 1955. 
Intermediate and 
Final 








Examination Solutions 


1053, 1054 ........ 50 each 
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PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND- HAY. 





PROFESSIONAL CARDS 





MACLEOD, RILEY, McDERMID, DIXON & BURNS 


Barristers & Solicitors 


62 Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 
Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 





ALAN DIGNAN, Q.C. 
Barrister and Solicitor 
Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


302 Bay Street - - - ~ Toronto 1, Ont. 
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OSLER, HOSKIN & HARCOURT 
Barristers and Solicitors 


The Dominion Bank Building, 68 Yonge Street - Toronto 1, Ont. 


PLAXTON & COMPANY 


Barristers and Solicitors 
Suite 1207, 320 Bay Street - . : - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street : : - : . Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building - . Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


PHILIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street - 5 = = Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PREVOST, GAGNE, FLYNN & CHOUINARD 
Barristers and Solicitors 


Price House, 65 St. Ann Street - - Quebec 4, P.Q. 








Specializing in 


Professional 
Group 


Continental | Accident and 


Casualty Sickness 
Company INSURANCE 


s D. Hers 58 Years of successful underwriting 
Canadian P cco Manager Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 800 BAY STREET, TORONTO 


Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 


Limited 


Members: The Investment Dealers’ Association of Canada 
TORONTO -« OTTAWA e- HAMILTON ee WINNIPEG ¢ MONTREAL 





Downtown Livrary, 
Business & Commerce 
iol Gratoit Ave., 


Detroit, pea Cale we oy he 


LAW 
REPORTS 


THE EVER-CHANGING Canadian 
tax scene makes it essential for pro 
fessional men to have at their fingertips 
comprehensive and authoritative infor- 
mation that is constantly up-to-date. 
CCH Canadian does supply this 
information by means of loose 
leaf reports ready for inser: 
tion in thoroughly in- 
dexed easy-to-use 

binders. 


Write or telephone 

and we shall be pleased 

to arrange for you to receive 

a demonstration of the practical 
applications of our loose-leaf Reporters. 


CCH CANADIAN. LIMITED 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 411 smenetitie Bldg., 


Toronto 10, Ont. ontreal 1, P.Q. 








